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SGATAiVREP/71 


FINAL REPORT OF THE PROCEEDINGS OF THE STUDY 
GROUP ON ASIAN TAX ADMINISTRATION AND RESEARCH 


1. At the Fifth Ministerial Conference for Economic Development of South¬ 
east Asia, held in Djakarta and Jogjakarta from 22nd to 25th May, 1970, the 
conference delegates in a joint communique adopted the proposal of the Phi¬ 
lippine delegation: 

.to organize a Study Group for the review and exchange of 

information about the tax structure and administration especially 
concerning the development requirement of the countries of South¬ 
east Asia and invited the Philippines to host the Study Group and 
to report to the Sixth Ministerial Conference. 


2. In pursuance of the above decision, and in preparation for the Sixth 
Ministerial Conference, the First meeting of the Study Group on Asian Tax 
Administration and Research was held in Manila from 15th to 21st February, 
1971* 


OPENING SESSION 

3. Ihe Meeting began with an Opening Ceremony at the Science Pavilion of 
the National Science Development Board, at 9:30 a.m. on 15th February, 1971* 
The list of delegates appears in the Appendix as Annex A. 

*1. Secretary General Angel Q. Yoingco delivered the opening remarks. He 
stated that the convening of the Study Group on Asian Tax Administration and 
Research marks a new phase of Asian regional cooperation. He expressed con¬ 
fidence that the meeting would usher in continuing and permanent partnership 
among the countries of Asia. On this note, he declared the meeting open. 

5. Upon nomination of Mr. Shinlchiro Shimojo, head of the Japanese delega¬ 
tion, duly seconded by Mr. Sikwan Soetanto, head of the delegation of the 
Republic of Indonesia and Dr. Amnuay Viravan, head of the delegation of the 
Kingdom of Thailand, Congressman Artemio Al. Loyola, head of the Philippine 
Panel, was elected Chairman of the Study Group. In his response where he 
conveyed his deep thanks, Chairman Loyola stressed the need for Asian 
nations to assist each other while preserving their national identities, all 
the while breaking down traditional barriers of suspicion. 
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6. Chairman Loyola exhorted the members of the Study Group to bring their 
knowledge and skills to bear on the ramified issues and problems In taxation. 
He concluded his response by expressing the hope that the meeting would be 
conducted in a spirit of brotherhood and free exchange of technical knowledge 
and experience. 

7. The Study Group then proceeded to the adoption of the provisional agenda. 
Upon motion of the head of the Singapore delegation, Mr. Maurice Cordeiro, 
and seconded by Mr. Mohd. Yusoff Rahim, head of the Malaysian delegation, the 
body approved the provisional agenda previously drawn up and presented. 

8. Secretary of Finance Cesar A. Virata welcomed the delegates on behalf 
of the host country, the Philippines. He stressed that most of the countries 
represented in the Study Group have to contend with quite formidable problems 
in their quest for a spurred rate of economic development, and that there is 
a consequent need for these nations to join hands and work in unison in 
improving their tax systems.' This stands to be accomplished through the 
sharing of tax reform ideas and innovations. He pointed to the fact that 

tax inducements which entail costly sacrifice in terms of public revenues 
can be pushed to a point where they constitute a drag to economic progress. 
Secretary Virata pointed out that it is in a forum such as the Study Group 
that resolute steps can be taken to ensure concerted and coordinated action 
in the tax field. 

9. Ihe responses of the heads of delegations then ensued. 

10. For Indonesia, Mr. Soetanto, noting that most Southeast Asian nations 
pertain to the category of developing countries, underscored the importance 
of shared knowledge and skills in tax administration and research. He 
asserted that while taxation plays a significant rale in stimulating and 
directing economic development, the objective of promoting investments 
conflicts with that of revenue-raising in the short run. Capital export¬ 
ing countries should cooperate in resolving this particular matter. 

11. Mr. Shims jo of the Japanese delegation remarked that the purpose of 
the meeting was to exchange information on a regional basis regarding tax 
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structures, especially considering the developmental requirements of member 
countries. The reform for economic development is a Joint, undertaking and 
should be done on a concerted cooperative basis and the Study Group can 
provide ar4 effective forum for the exchange of views, infonnation and, 
experience. 

12. Mr. Houan Uanmongkhol of the Kingdom of Laos characterized taxation 
as a developmental issue of mutual concern to the countries of Asia. He 
averred that Laos evinces a deep interest in the subject and is determined 
to join in efforts designed to inprove taxation, particularly in the area 
of investment incentives. According to Mr. Lianmongkhol, his country is 
eager to learn how it can best develop an incentive scheme and maintain 
revenues at a reasonable level and how it can improve fiscal administration. 

13. Mr. Rahim of Malaysia also affirmed the vital need for the ventilation 
of views and information in the U#>t of experience gained for the benefit 
of all Asian nations. 

m. On the part of the Republic of Singapore, Mr. Maurice Cordeiro enpha- 
sized three principal points: a) the introduction of tax incentives necessi 
tated in the economic structure to assist inflow of capital; b) the need 
to subject tax incentive programs to constant review and changes; and 
c) the need to tailor incentives to a nation's requirement. Citing his 
country's experience, he mentioned that although entrepot trade grew in ab¬ 
solute figures, it was necessary to rely on other revenue sources to stimu¬ 
late investment in the industrial sector, 

15. Mr. Viravan of the Kingdom of Ihailand noted the potential of the 
Study Group as a prime mover in regional cooperation and^long felt need 
for such mutuality of effort in the tax field. 

16. Mr. Nguyen Trong Hien of the Republic of Vietnam also made known the 
country's support to efforts to discuss common problems in taxation arid to 
promote regional tax cooperation. V/hile differences may obtain in tradition 
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outlook and local conditions, there is much to coirmend cooperation in re¬ 
search studies and other actions relating to taxation. 

17. Mr. Long Baret, representing the Khmer Republic (Cambodia) as observer, 
dwelt in detail on the fiscal experiences of Cambodia from the stage when it 
was a French Protectorate to the passage of the General Autonomy Act and up 
to the present. He also cited salient features of fiscal legislations in 
the country and underscored the importance of the Study Group in evolving 
studies on taxation which could be used as bases for modifying anachronistic 
laws and regulations. 

18, The morning session recessed at 10:45 a.m. 


CLOSED SESSIONS 

19. The afternoon session of the first day of the Study Group on Asian Tax 
Administration and Research featured the following activities: 

2u. First, the appointment of the Drafting Comnittee pursuant to the agree¬ 
ment reached last February 14, 1971 by the Steering Camittee. Appointed to 
constitute said comnittee are as follows: 


1. 

Republic of Indonesia 

- MR. HARTAWAN 

2. 

Japan 

- MR. HIROYUKI IT0 

3. 

Malaysia 

- MR. MUHAMMAD ZAIN BIN HADJI A. MAJID 

4. 

Kingdom of Laos 

- MR. HOUAN LIANMONGKHOL 

5. 

Republic of'Singapore 

** MR. NORBERT PERIS (in association 
with Mr. Maurice Cordeiro) 

6. 

Kingdom of Thailand 

-MR. KAMCHORN SATHIRAKUL 

7. 

Republic of Vietnam 

- NR. NGUYEN TRONG HIEN 

8. 

Republic of the Philippines 

- MR. SIXTO DE GUZMAN, JR. 


Mr. Sixto de Guzman, Jr., was elected Chairman of the Comnittee. 
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21. Second, reading of the position papers of the eight (8) participating 
countries by the respective heads of delegation, The sumnarieB of their 
addresses follow 


INDONESIA 

22. Fiscal incentives cover a very wide field and it is up to each country 
to set up its own system of taxation consonant with its economic potentials 
and requirements. However, much could be gained by cooperation among 
countries in promoting investments through fiscal incentives. 

23. Aside from inducing foreign investments, the government must encourage 
domestic investors to take part in the development drive. Ibis stands to be 
achieved by granting them the same incentive facilities open to foreign 
Investors. 

24. With regard to administration and Implementation of tax-incentive provi¬ 
sions, each country would have to make the necessary adjustments to suit the 
incentive scheme to existing conditions. 

25. Exchange of information is quite necessary since it provides a basis for 
the fonnulation of sound policies and effective tax administration. 

JAPAN 

26. The growth of the Japanese economy in the postwar period was fairly 
high compared to other countries mainly due to private investments. Invest¬ 
ments were concentrated in the development of key industries like coal and 
iron. This effected a gradual shift from light industries to heavy indus¬ 
tries. Fran 1956-63, technological innovations were introduced, coupled 
with ' drastic change in consumption pattern which caused rapid increase of 
investment in durable consumption goods. The period 1964-1970 was charac¬ 
terized by the liberalization of trade, foreign exchange and capital 
transactions. 

27. Several factors contributed to the promotion of investments in Japan, 

The social and economic factors are characterized by aggressive entre- 
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preneur3 In the competitive market; skilled labor force which utilized new 
techniques; labor saving investments to cope with labor shortage; and 
investments as a counter measure against environmental pollution. Fiscal 
policies are geared to promoting an environment suitable to investment 
through a balanced budget and appropriate tax legislation. Monetary policies 
are designed to attract investments tlirough lev/ interest and other devices 
which include guarantees for remittances. 

28. With respect to encouragement of investment abroad, double taxation 
convention especially tax sparing credit clauses play an important role. 

KINGDOM OF LAOS 

29. The Investment Code of the Kingdom of Laos is designed to give impetus 
to economic development and can be availed of by local and foreign investors. 
It defines the policies to be adopted as guarantees to investment, the rights 
and obligations involved, and the manner in which incentives may be enjoyed. 

30. Three basic principles are embodied in the Code, namely: a) it is 
liberal in approach; b) it bears semblance with the investment codes of 
countries such as Thailand, Cambodia, South Vietnam, Burundi and Madagascar, 
and c) it is experimental in character. Techniques involved in incentives 
provisions are exemption from or reduction in direct and indirect taxes and 
tariff protection. 

31. Problems in the administration of tax incentive laws are: 1) temporary 
revenues losses must be accepted as part of the initial state of operations 
of tax holidays being granted by the Xingdcm. Losses to the Treasury are 
expected to be compensated by contributions from these infant industries; 

2) the financing of relatively high operating expenditures and proviso for 
economic and social infrastructure investment do not and cannot attract 
private initiative; and 3) a great amount of war damage imposes another 
burden to the government. 
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MALAYSIA 

32. Fiscal incentives to encourage industrial and conmercial enterprises 
were first introduced in the then Federation of Malaya under the Pioneer 
Industries Ordinance of 1958, which was replaced by the Investment Incentives 
Act of 1968. The latter law retained the framework of the old law but ex¬ 
tended the coverage to non-manufacturing industries and the promotion of 
exports. The incentives offered may be classified under the following main 
categories: (a) income tax relief up to eight years to enterprises with 
pioneer status; (b) investment tax credit for approved projects as alterna¬ 
tive to companies not qualified for pioneer status; and (c) export incentive 
in the form of export allowance, accelerated depreciation allowance, double 
deduction for various expenditure for export promotion purposes and payroll 
tax exenptions. In addition, the hotel industry can qualify for various incen¬ 
tives such as pioneer status, or abatement of chargeable income, accelerated 
depreciation allowance, ai>d building depreciation allowance. 

33. General Notification No. 2171 of i 960 provides exemption frem customs 
duty of machinery imported for the establishment or expansion of manufacturing 
industry but not for replacement. The Customs Act of 1967 enables the Minister 
of Finance to grant total or partial exenption fran import duty on raw materials 
or component parts imported for manufacturing or assembling. Products manu¬ 
factured in Malaysia may be given tariff protection depending on the cost of 
production, ex-factory selling price, and other factors. 

SINGAPORE 

34. For the purpose of attracting capital, technical knew-how, and to create 
employment opportunities, the Pioneer Industries (Relief from Income Tax) 
Ordinance and the Industrial Expansion (Relief from Inccme Tax) Ordinance 
were enacted in 1959. These were subsequently repealed but their substance 
was re-introduce*d under the Economic Expansion Incentives Act of 1967 . The 
new lav/ is more canprehensive and covers the following areas: 1) pioneer 
industries; 2) expansion of established enterprises; 3) production for 



- 8 - 


export; 4) foreign loans for prcductivr equipment; and 5) royalties, fees 
and development contritions. 

35. Pioneer industries, expanding established enterprises! and production 
for export are entitled to tax exemption for five years, including dividend'’ 
in the hands of shareholders. Interest payable to non-resident lenders is 
tax exempt subject to certain conditions. The tax payable by non-residents 
on royalties has been reduced frem 40f« to 20$. 

36. Singapore has negotiated double taxation agreements to promote foreign 
investments with Australia, Denmark, Japan, Malaysia, Norway, Sweden and the 
United Kingdom. 


miLAT 

37. Thailand’s first effort to stimulate industrial investment incentives 
dates back to 1954. After a scries of revisions and amendments, the present 
incentive program is now admii istered under the Investment Promotion Act of 
1962 . 

38. The important tax incentives offered for the promotion of enterprise;; 
are: 1) exemption from import duties and business tax on the Importation 
maciiinery and other capitalization; 2) exemption from or reduction of import 
duties and business tax on experts which a‘•e granted nonrally for 5 years; 

a‘ d 3) exemption from income tax on profits for 5 years from the time the 
enterprise makes a. sale < r earns p-off . 

39. VJhile the Act provides a lil incentive program, more emphasis is 
being placed on the improvement c ? ;he over-all tax structure so that the 
incentives could be gradually rec veed after a certain stage of industrial 
development. 

VTTiNAM 

40. A Presidential Declaration ci .Investment laid down investment incentives 
in 1957. However, the result wes not quite satisfactory thus necessitating 
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the enactment of the Decree Law of February 1963. The government created a 
climate deemed more favorable to investment, A bill is now being reviewed 
in the National Assembly and is expected to be passed this year. Fiscal 
incentives granted to investors will be more generous. Tax exemptions are 
granted to investors for a minimum period of five years extendible for ano¬ 
ther five years or even longer. Many kinds of taxes that were not offered 
in Decree Law 1963 are also added. The government also guarantees the 
protection of local products, no nationalization, and no competition from 
the government. 

*11. The policy of the government as embodied in the Decree Law of 1963 is 
geared towards industrial development. A priority list was drawn up based 
upon various’ criteria such as use of local raw materials especially agricul¬ 
tural surplus, help in the improvement of the balance of payments, Increase 
in employment, etc. Fiscal incentives cover the period of implementation of 
the project (registration tax, import duty on equipments and spare parts, 
real estate tax, etc.) as well as the period of operation (income tax, ad¬ 
ditional allowance for amortization in the first year, etc.) 

PHILIPPINES 

*42. Due to dearth of developmental capital, the Philippines has resorted to 
the grant of tax incentives. The first post-war tax incentive law was 
Republic Act No. 35 which granted exemption‘from all taxes to new and neces¬ 
sary industries. Since that time a r/imber of tax concessions have been 
evolved. The two most important fiscal incentive laws are the Investment 
Incentives Act of 1970 (Republic Act 5186) and the Export Incentives Law of 
1970 (Republic Act 6135), both being implemented by the Board of Investment.. 

*13. Both incentives law impose certain nationality requirements before 
applicant enterprises may be granted incentives. Under the Investment 
Incentives Act benefits are enjoyed by qualified registered enterprises 
upon entry and while operating. Some of these incentives are financial 
assistance from government financial institutions, tax deductions for 
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organizational and pre-operating expenses, tax and duty exemption on importa¬ 
tion of capital equipment, accelerated depreciation, net operating loss 
carry-over, expansion reinvestment deduction, and tax credit. Under the 
Export Incentives Law the incentive benefits granted to registered enterprises 
include among others, duty-free Importation of capital equipment, tax credit 
for raw naterials and supplies used, income tax reduction for the first five 
taxable years and post operative tariff protection. 

44. Certain administrative problems met in implementation of incentive laws 
include; 1) tax evasion; 2) variances in the interpretation of the law by 
the different government agencies; 3) difficulty of withdrawing tax conces' 
sions; and 4) overlapping of functions between implementing administrative 
agencies and the Bureau of Internal Revenue. 

45. The session adjourned at 5:03 p.m. 


* # * * * 
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46. On the second day, the Study Group on Asian Tax Administration and 
Research discussed the topic “Fiscal Incentives to Promote Domestic and 
Foreign Investments". The following were the topical highlights of the 
round table discussion: 

The Grant of Incentives and Delineation of Preferred Areas of Investment 

47. The Philippine panel outlined the steps in the determination of preferred 
areas of investment, i.e., the drawing up of an Investment Priorities Plan 
(IPP) for transmittal to the National Economic Council and approval by the 
President with due provision for public hearings and consultations with other 
government entities. In Malaysia, on the other hand, enterprises seeking in¬ 
centives apply to-the Ministry of Commerce and Industry or the Federal Indus¬ 
trial Development Authority which assesses the market potential of the pro jo. 1 ; 
and requirements of the economy and approves or rejects applications according¬ 
ly. Because of the revenue implications of Incentives, the concurrence of ;»* 
Ministry of Finance Is also required. An assessment of investment priorities 
and possibilities in advance of approval is carried out as part of the regular 
work of the Federal Industrial Development Authority. These studies are sub¬ 
sequently promoted for investment from domestic and foreign sources. 

48. In Thailand, the procedure in determining investment areas closely re- 
seirtoles the Philippine pattern, with the added feature that cabinet ministers 
act as advisers to the Beard, paving the way for concurrence of the Board of 
Investments action by the Prime Minister. 

49. In Japan, a priorities plan is also drawn up as a guide to investors 
and appropriate incentives arc granted upon application. Priorities are 
evaluated on a selective basis first by the immediate ministry or department 
concerned. 

50. In Indonesia, incentives are given to an enterprise upon entry and 
during the time of its operation. This period of operation which usually 
lasts for 30 years can be extended if necessary. The government can withdraw 
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incentives if an enterprise shifts frcm an activity applied for to another 
activity. Enterprises financed with capital from old enterprises can also 
qualify for tax incentives. 

51. The Singapore delegation informed the body that a November 1970 amend¬ 
ment encourages more sophisticated pioneer industries with fixed capital of 
not less than$$l million. This law does not, however, take away the rights 
and concessions from those which have already been awarded certificates. 

52. Generally speaking, fiscal incentives granted in Laos include in vary¬ 
ing degrees reduction or exenption from direct and indirect taxes and tariff 
protection along with some non-tax incentives. The Laotian delegate referred 
the body for the details of the incentives granted by Laos tc the compila¬ 
tion of fiscal incentives in the participating countries prepared*by the 
Technical Staff of the Tax Comission (Philippines). 


53. It was pointed out that while measured capacity in industries cannot b • 
ascertained with mathematical precision, still the formulation of preferred 
investment areas should not be arbitrary. However, in cases of erroneous 
judgment, a remedial measure relates to the amendment of the plan, if there 
is one, * 

Procedure in Availing of Tax Incentives 

5^. In the Philippines, to qualify under the Investment Incentives Act, the 
enterprise must be engaged in preferred areas declared in the Investment 
Priorities Plan prepared by the Board of Investments, and must be duly regis¬ 
tered with this Board. To be entitled to the tax incentives in Malaysia, an 
enterprise must apply to the government. The industry’s market and export 
potential, the availability of resources in the country, etc., are then con¬ 
sidered and assessed. In Japan, the availment of incentives docs not depend 
upon registration. However, if a foreigner wants to invest, he must file an 
application with the Ministry of International Trade and Industry (MCTI) 
which makes a recorrmendation on the application to the Foreign Capital 
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Investment Council. This council then forwards its own recommendation to the 
Ministry of Finance for final approval. 

55. In Thailand, to be entitled to the tax incentives, the enterprise must 
obtain the approval of the Board of Investment and act according to the con¬ 
ditions required. 

Treatment of Technical Services 

56 . The Philippines grants tax concessions to investments of Filipino 
nationals abroad. However, Filipinos rendering technical services abroad 
and remitting their earnings to the Philippines are, under the Export In¬ 
centives Law, granted concessions in the form of reduced income tax. Like¬ 
wise, under the National Internal Revenue Code, a tax credit equal to the 
incane tax paid on income abroad is allowed against income tax due. 

57. The Philippine.delegation ventured the information that in the Philippines 
the Board of Investments assists in facilitating the entry of foreign techni¬ 
cians required by enterprises engaged in preferred areas. The Investment 
Incentives Act, however, limits the number of foreign technicians that may 

be employed by qualified registered enterprises to 5 per cent of total per¬ 
sonnel per category, e.g., supervisory, technical, etc. 

58 . The Indonesian panel favorably endorses the granting of tax incentives 
to foreign technical services needed by manufacturing and industrial concern; 
in preferred areas of investment. 

Nationality Requirements 

59. With regard to nationality requirements in Japan, automatic approval is 
granted to two categories open to foreign investors: the first is free, i.t... 
investments can be 100* owned by foreigners; the second requires a 50!? 
domestic and foreign investments. Other areas are scrutinized on a case 

case basis from entry. In the steel and iron industries there have been no res 
trictions on foreign investment since September 1970. 




60. In Thailand, 60% to 70? Thai ownership is required in sane industries. 

All other industries do not require majority participation. In Singapore, 
there is no restriction on wholly foreign-owned enterprises. In Indonesia, 
an additional one-year tax exemption is granted to enterprises jointly owned 
by foreigners and Indonesian nationals. Theoretically, an enterprise with 
only 1% Indonesian share in capital would be entitled to tax incentives. 
However, the government decides on a case-to-case basis upon advice of the 
Ministry concerned. 

6 1. In the Philippines, although pioneer enterprises may *be wholly owned or 
controlled by foreigners, for non-pioneer ventures the law requires at least 
60? Filipino ownership. 

62. With respect to landholding, there is infant, no nationality requirertnV 
in Japan. In Indonesia all lands are owned by the state. Enterprises aru 
allowed the use of land for the period during which they are in operation. 
Hence, private ownership of land by aliens is non-existent. The arrangemu'u. 
by which land is acquired by business enterprises varies from region to region; 
seme make an initial payment and keep the land for their use; and other pay 
rental. 

Tax Incentives in Relation to Types of Business Organizations 

63 . Ihe Singapore delegation noted the heavy slant in favor of corporate 
enterprises in the grant of tax incentives. He then posed the issue of whe¬ 
ther fiscal incentives can be proffered to all types of business organizations. 
The Ihai delegation made a similar observation but conmented that while theo¬ 
retically all types of business organizations are eligible for tax concessions, 
in practice this is not the case because the income tax holiday applies ^nly 
to partnerships and corporations. Recently, partnerships are no longer pro¬ 
moted because of the registration requirement and the need for developing the 
growth of the stock market. The Philinpine delegation bared salient provisions 
in the Investment Incentives Act which grant solely to corporations the pri¬ 
vilege to be registered and entitled to tax benefits under the Act. However^ 
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aingle proprietorships which are engaged in production of export products 
are also entitled to certain tax incentives under the Export Incentives Law 
if their products have at least 20% local content. 

Other forms of Incentives 

64. The Philippine delegation observed that discussions centered on tax 
incentives. In response to a request fran this delegation for the other 
delegations to share their experiences if any in the grant of subsidies and 
other forms of direct assistance, the Vietnamese delegation cited the prac¬ 
tice of their government in granting loans to certain priority areas at a 
special rate of interest. 

65. The Secretary-General of the Conference also noted that the government of 
Singapore in its Jurcng project constructs buildings and plants in industrial 
estates for lease at reasonable terms to business enterprises. 

66. The session recessed at 12:15 p.m. 

Importation of Capital Equipment 

67 . Japan allows exe:nption from customs duties for the importation of certain 
machineries which arv vital to the Japanese economy. Malaysia grants customs 
duty exemption for imported .equipment needed by manufacturing enterprises. 
Indonesia provides duty-free importation of capital equipment. Mining part? 
cularly is accorded specific treatment because of the capital intensive 
nature of the industry. Thailand grants import duties and business tax exur.- 
tion on capital equipment imported by the promoted enterprises. 

Ploughing Back of Profits 

68. As regards the ploughing back of profits, the Japanese panel disclosed 
no limit. In the case of Laos, profits are tax free if ploughed back within 
two years and if used In developing er expanding new as well as old enter¬ 
prises. However, for enterprises that arc granted the most liberal 
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arrangement called convention, there is no reinvestment obligation as lorg 
as the profits distributed do not exceed the amount of invested capital. 
Approved royalties payable to foreign non-residents but reinvested in Siiy 
are also exempted from tax. Thailand is quite liberal on the matter. 

69 . The Chairman then requested the delegates of each country to present 
a resume"on the effects of their respective incentive lav/s. 

70. Some delegates admitted the difficulty of assessing the benefits deri* 
from these fiscal incentives. Japanese delegates, admitting the necessity cf 
incentive measures, took a position that special measures must be scrutinized 
in terms of usefulness, urgency, efficiency and other criteria. The 
Vietnamese delegation stressed the importance of non-fiscal incentives such 
as political and economic stability, the minimization of red tape, monetary 
reforms, etc., which may be more crucial to investors than fiscal incentives. 
However, it is generally felt that fiscal incentives offered are instrumental 
in promoting investments. 

71. The meeting adjourned at 5-*00 p.m. 
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72. On the third day, the Study Group on Asian Tax Administration and 
Research discussed "Some Aspects and/or Problems of Tax Administration in 
Relation to the Operation of Fiscal Incentives 1 ’ in the morning session 
and "Exchange of Information" in the afternoon session. The following 
were the highlights of the discussion: 

I. Some Aspects and/or Problems of Tax Administration in 
Relation to the Operation of Fiscal Incentives . 

PIELIPPBIES 

73. In the Philippines, it is not remote for tax concessions granted by 
the Investment Incentives Law to be used as avenue for tax evasion, con¬ 
sidering human ingenuity in circumventing the laws. One flaw in the 
implementation of legislation for tax exemption is the difficulty of 
following up the activities of the grantees of the exemption. Because 

of this, articles imported tax-exempt can be channeled to the domestic 
market in violation of the conditions. As on illustration, to obviate 
recurrence of this problem, the Department of Finance has enlisted the 
assistance of the Philippine Institute of Certified Public Accountants, 
represented by reputable accounting firms, in making a physical inventory 
of embroidery materials. 

74. The Philippine delegation also mentioned that there may exist lapses 
in the proper application of the law by the implementing agency, particu • 
larly the extent of tax exenption to be granted, which could range from 
the overly strict construction to the most liberal interpretation. More¬ 
over, it was observed that tax concession, once granted, may be difficult 
to withdraw since the privilege is viewed by the recipients as a special 
inmunity. 

75. Finally, it was pointed out that in the area of implementation, over¬ 
lapping of functions or variance of interpretation may foster conflict not 
only between the administering agency and the Bureau of Internal Revenue, 

but in some instances, third parties, including the recipients of the exenption. 
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INDONE SIA 

76. In addition to the problems of tax administration relating to fiscal 
incentives discussed by the Philippine delegation, the Indonesian panel 
cited their difficulty in the control and verification of the value of 
equipment imported by tax-exempt industries. The Philippine panel in this 
connection, ventured the information that one of the requirements of the 
Board of Investments for the avaiiment of duty-free importation of nachine- 
ry and equipment is international bidding for imports valued at more than 
$1 million. Where the value of imports is less than $1 million and more 
than one manufacturer of the required machinery are available, inter¬ 
national canvassing of prices is prescribed to convince the Board that 
costs have not been padded. 


JAPAN 

77. Ihe administration of incentive laws in Japan may be analyzed in 
relation to the level of compliance and discipline of Japanese taxpayers. 
For instance, the ratio of delinquent accounts to the amount assessed is 
placed at only 2 per cent. Reasons cited to explain the high level of tax 
compliance include the absence of any kind of pressure, political or other¬ 
wise, in tax administration* desirable pattern of distribution of income 
and wealth;, notable co-operation of citizens with government policies, 
particularly those relating to tax administration; efficient administratis . 
of tax laws due to high level of discipline and education of tax administra¬ 
tion officials;and the responsiveness of the administration to the require¬ 
ments of changing social and economic conditions. 

KINGDOM OF LAOS 

78. The enforcement of tax regulation in Laos is similarly beset with 
problems, particularly smuggling and tax evasion. Bnphasis is on the ad¬ 
ministration of customs duties since tb ,e constitute the bulk (70?) of 
revenue collections. On the whole, the government is striving to improve 
Its fiscal machinery. As regards fiscal incentives the government is 
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making every effort to speed up the process of economic development. There has 
been a growing concern over the substantial loss in revenue as a result of 
tax concessions. However, fiscal incentives are necessary for two specific 
purposes, namely: to accelerate economic expansion, and to delimit expan¬ 
sion only in selected areas. Thest; objectives .are sought to be achieved 
despite drawbacks in terms of adverse geographical position (Laos being a 
landlocked country), narrow domestic market, shortage of qualified labor, 
and keen competition from other countries. There is, therefore, the issue 
of whether or not enterprises would have been established without the grant 
of tax concessions. It appears that temporary sacrifice of revenue is a 
prerequisite to development. In the meantime, the government promotes the 
appropriate training of tax personnel abroad, especially In France. 

MALAYSIA 

79. In the view of the Malaysian delegation, investment incentives are 
useful if the administrative machinery is geared towards the expeditious 
inplementation of tax exemption. It is necessary to speed up the time taKr 
to process applications for tax concessions. In this regard, efforts have 
been made to streamline procedure through the creation of the Federal In¬ 
dustrial Development Authority charged with responsibility for the proces • 
sing of applications. The Tariff Advisory Eoard which formerly existed ar 

a separate entity has now been organized within the framework of the Authority. 
With this reorganization applications for investment incentives and tariff 
protection are processed much more speedily than before. In the administra¬ 
tion of tax incentives the delegation mentioned one difficulty with respect 
to the question of backward integration of enterprises whose activities are 
partly exempt and partly non-exenpt. Administrative difficulty likewise 
arises with the grant of tariff protection in view of the condition imposed 
that there shall be no increase in the- price of the protected goods without 
government approval. 

80. There is need for establishing an incentive system that can take care 
of other objectives of government economic policy, like increasing employment 
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opportunities. The Incentive legislation is continuously being reviewed by 
a standing Review Corrmittee on Investment Incentives. The delegation sug¬ 
gested the need for the exchange of experiences among participating agencies 
concerning incentives for the dispersal of industries. 

SINGAPO RE 

81. In Singapore, the problem of collection and assessment is a principal 
one. The Singapore delegation agreed vlth the Philippine panel that there 
may be some tax evasion: however, investigation and prosecution techniques are 
being improved to cope with the problem. The administrative machinery and 
operational aspects for fiscal incentives in Singapore are embodied in its or¬ 
dinances for -.1) pioneer industries, ?) expansion of establish-d enterprises, 
3) production for export, *1) approved foreipr loans, and 5) approved royal¬ 
ties. 

THAILAND 

82. The Thai delegation noted that the problems raised have camion chara^ 
teristics. On their part, these are categorized as organizational and ope¬ 
rational. The former is concerned with finance, staff and budgeting for 
fiscal incentives, while the latter is related to the tenporary nature of 
tax incentives, supervision and control, and the lack of proper facilities 
for certain types of operation. 

83. Some ideas presented by the 'Rial delegate are: 1) that the body to 
take care of incentive programs be organized as a non-governmental agency; 
though he placed certain reservations attendant to this; 2) that financial 
resources within the existing system be utilized; and 3) that technical 
assistance offered by international organizations and similar bodies be 
availed of. 


VIETNAM 

84. It is difficult to weigh the benefits and sacrifices involved in the 
grant of fiscal incentives. The Vietnamese economy in recent years has 
been put under severe strain by the increasing burden of the war and of the 
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economic and social problems it has created. Annual budget expenditures 
have been increasing at the rate of 2Q r/ , to 30% per annum. Inflation has 
been particularly hard on the fixed-income earners, The government relies 
heavily on foreign aid fran the Lilted Stitc; "1 though the long- range 
national goal is self-sufficncy. To combat Inflation, it has to raise 
revenue in the form of increased taxes ?rn customs duties. Efforts are 
made to reduce expenditures but with Vi- tnanizaticri, with the undertaking 
of necessary social welfare programs to alleviate the hardship caused by 
the war, government expenditures rust on id sinThere is thus an 
emerging conflict of objectives in Viefciam - rising taxes go against the 
granting of fiscal incentives needed for the promotion of investment es¬ 
pecially in the post-war period. However, the Government of Vietnam 3s 
fully aware of the necessity t'o encourage jnvestment and is trying to offer 
fiscal incentives as well as other kinds of incentives to Induce investors, 

85. Along this line, there is a problem which relates to the special 
status of seme foreign firms working for the U.S. military efforts in 
Vietnam. These firms are enjoying an indirect form of fiscal incentive as 
they are exempted from Vietnamese taxes and customs and may not be paying 
their countries taxes either. It may be questionable whether the benefits 
gained by this form of investment are equivalent tc the losses in revenue. 
While incentives have been easy to give away, their withdrawal could be 
difficult. 

II. Exchange of Information 

PHILIPPINES 

86. Ihe delegation from the Philippines emphasized the soaring need for 
exchange of infomiation and ideas on tax and fiscal matters, including,.but 
not limited to statistics, economic and legal studies. The exchange of in¬ 
formation can contribute much to the effectiveness of the legislative pro¬ 
cess of every country concerned, particularly those of a siMlar plane of 
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development, by helping them adopt techniques and practices involved else- 
where-consonant with their needs and requirements. 

87. Along this line, therefore, the delegation discussed the possibility 
of creating a permanent body, the Asian Center for Tax Administration and 
Research (ACTAR), to act as the clearinO'-ouce fer the exchange of informa¬ 
tion and to conduct seminars and conferences. The proposal for the creation 
of this body was prim-nily anchored on the fact that existing facilities 
cannot cope with present needs. In fact, in realization cf this long felt 
need there were favorable endorsements for creation of such a body, one by 
a paper read during the .National Tax Association Conference held on Sep¬ 
tember 21, 1970 in Honolulu and the other, by a resolution adopted by the 
General Assembly of the Asian Parliamentarians’ Union held in December 1970 
in Saigon, South Vietnam. 


JAPAN 

88. The Japanese delegation expressed the view that it is the task of the 
Study Group to seek the most effective ways and means for the exchange of 
views and information in the field of taxation. As to the proper avenue for 
the exchange of information, it made mention of the existence in some count¬ 
ries of organizations which are already serving ar» clearinghouse for matters 
relating to taxation. Specifically cited are such national and private or¬ 
ganizations in Japan as the International Tax Affairs Division and the Asian 
Economic Center which provides various kinds of economic information includ¬ 
ing those pertaining to taxation. There is also the Japan Tax Association, 
a private entity which likewise provides information cn Asian taxation. 

It was therefore suggested that countries first make optimum use of exist¬ 
ing facilities rather than create a new organization which would in effect 
only duplicate the functions of existing organizations. However, it en¬ 
dorsed the holding of meetings such as this forum of the Study Group from 
time to time, preferably on rotation basis by member countries where exchange 
of information of tax system, policies and administration could be effected. 
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LAOS 


89. The delegite fran the Kingdom of loos expressed agreement on the con¬ 
duct of exchange of information on matters relating to taxation and the 
holding of seminars and conferences* He, however, took note of the pro¬ 
blems attendant to the Auctioning of some form of regional cooperation 
such a3 the proposed center owing to problems relating to the definition 
of objectives, scope of activities, overlapping or duplication of activi¬ 
ties ; inadequacy of qualified personnel and facilities; and financial re¬ 
quirements. On the v/hole, he favored the concept of a permanent organi¬ 
zation subject to certain conditions end after further studies. 

MALAYSIA 

90. The delegation from Malaysia stated that there is a need for exchange 
of information and ideas anong Asian countries, particularly on matters 
relating to fiscal incentives obtaining in their respective countries. 

91. As to whether this exchange of information and ideas can be made more 
effective thru the establishment of a permanent body, such as the proposed 
ACTAR, the delegation stated that it would be essential to krew more about 
the objectives and goals of the proposed body and the financial and admi¬ 
nistrative impli cat ions. In this regard he felt that there is a need for 
further study to be made as to whether such a body should be established, 

SINGAPORE 

92. Ihe delegation from Singapore stated that taxation is confidential 
and exchange of information is well guarded. There are legal provisions 
concerning secrecy in tax matters; consequently, one must not unwittingly 
give away information which acts and ordinances may not permit. Exchange 
of information In its wider meaning could mean just making available to 
other countries, the laws,acts or ordinances concerning taxation and fiscal 
incentives which when passed by Parliament are of public knowledge, ihere 
is, therefore, needed a precise definition of what is to be exchanged. 

93. On seminars and conferences, the Singapore delegation cited the fact 



- 24 ~ 

that Japan has been conducting seminars to which Singapore has sent represent 
ativ^ in the last two years and that discussions there have been most valuabi 
This being the case, the proposal was ?, to make use of v/hat is already there , u 

94- On the establishment of a permanent body as a clearinghouse, the 
Singapore delegate would like to know more about this body, it was also 
pointed out that there are matters in connection with the establishment of 
a permanent body which must first be considered such as the role and powers 
of the administrative machinery, the research body, the financial implica¬ 
tions and the appropriation of contributions. Thus, Without being armed or 
getting the feel of these items, it would be rather difficult to decide at 
this stage. In the absence of that, the Singapore delegation urged that the 
Study Group gather the iiiformation mid review it in the proper light. 

THAILAND 

95 . The Thai delegation endorsed the proposal to exchange infonnation be¬ 
lieving that through this, one would learn fhom other experiences as well 
as ideas. This would be useful not only in deliberation of policies such 
as industrial promotion but also in strengthening tax enforcement. 

96. In dealing with the subject of conducting seminars and conferences in 
the future, the delegation observed that such would be very fruitful as in 
the experience of the Study Group. Prom here, efforts could be jointly made 
to discovering problems in their deeper dimension which will be very useful 
to all. 


97. On the proposal to create a permanent body to serve as a clearing¬ 
house, the Thai delegation raised the issue as to whether we have reached 
that stage where the establishment of a permanent body would be called for, 
and suggested that perhaps at this stage a liaison machinery on an informal 
basis might be more appropriate. 

98. The delegation stated that the creation of a permanent body might be 
needed in the future where a certain definite goal for regional cooperation 
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could be set. At this stage, since the real need is still not quite clear 
and there is still a possibility that an existing international organiza¬ 
tion such as ECOCEM can be requested to do the work, the delegation was 
therefore, reluctant to endorse the idea. 

VIETNAM 

99. The Vietnamese delegation stressed the necessity of exchange of 
information in the tax field. This will enable Asian nations-to share 
information and experiences, compare policies and the application of these 
policies. This can be done on a regular basis. However, there are cases 
where such exchange, even on an irregular basis, can be beneficial, e.g., 
when a country undertakes major tax reform. 

100. On the holding of seminars and conferences, the Vietnamese delegation 
wholeheartedly agreed that there should be at least yearly conferences in 
the region on a country rotation basis, among the member nations of the 
Ministerial Conference, possibly even to include other countries such as 
Taiwan, Korea, Hongkong and Cambodia. 

101. On the proposal for a clearinghouse, the delegation agreed in prin- 
ciple on such need. As to the details, there is need for further discussior.* 
as to cost, this need not be too high considering the benefits to be derived 
therefrom. The Vietnamese delegation also envisioned an Asian Tax Center not 
only for exchange of information but also for exchange of personnel for 
training, considering that training in countries with more similar conditir "i 
could be more beneficial than training in Europe or in the United States. 

BIDONESIA 

102. The Indonesian delegation took the position that in principle, it 
does not oppose the idea of the establishment of a body to act as clearing¬ 
house for the exchange of information and to conduct seminars and conference 
whether it be temporary or permanent. However, before the creation of sue). 

a body is attempted, it is imperative that a study be first conducted to 
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determine its role in the area of regional cooperation, the kind of power 
or authority that will be accorded to it and other related matters. Only 
after the merits and demerits of such a body have been thoroughly investi¬ 
gated and assessed would it be possible to proceed to deciding the neces¬ 
sity of establishing the body. 

Sumnary Discussion 

103. After taking note of the views expressed by other delegations, the 
Philippine delegation gave its observations on the merits of the proposed 
permanent body to act as a clearinghouse for the exchange of information. 
Ihe salient observations include the following: a) organizations existing, 
in various countries notwithstanding, there still exist evident difficulty 
and delay in obtaining data through the customary government to government 
basis; the proposed center will facilitate the gathering of information 
presently obtainable through a circuitous channel; b) the proposed center 
will complement, not duplicate, functions of existing organizations, as it 
will concentrate on a particular field of study; c) confidential informa¬ 
tion will be respected; d) the establishment of the center will in the lea, 
run be a more economical arrangement for the gathering of information on 
taxation as this will reduce to the minimum the conduct of seminars which 
entails not minimal costs and involves tremendous planning. 

104. The Japanese delegation remarked that the overall information which 
may be gathered through the proposed clearinghouse may not be enough to 
justify the creation of the ACTAR considering the cost involved. Anj/way, 
general information can still be made avaiLable to all the countries re¬ 
presented in this meeting under existing set-up and practices. He further 
commented that in referring to the presentation or submission of the Report 
to the next Ministerial Conference, the Study Group should reflect the views 
expressed or suggestions made by delegates in the course of the discussions. 
In regard to the summary of general observations on the meeting, the de¬ 
legates stressed that specific proposals or suggestions should not be in¬ 
corporated therein if there is no consensus. 
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105. Before winding up the afternoon’s session, the Chairman clarified 
the point that the body is constituted as a Study Group and that it is up 
to the Ministerial Conference to decide on the establishment of the Center. 
The task of this body is limited to a study and discussion of matters of 
concern in the field of taxation, among, which the creation of the proposed 
AC7TAR may be one. The delegation frcm Vietnam suggested that the Philippine 
delegation which proposed the creation of a permanent body as a clearing - 
house be given the responsibility of preparing a draft on the mechanics of 
the proposed ACTAR, including therein the organizational scheme, the modus 
operand!, financing and other aspects deemed necessary for its operation in 
the attainment of its objectives which should be clearly defined. There¬ 
after, the Philippine delegation shall send all the delegations a copy of 
such draft to be submitted by other delegations to their respective govern¬ 
ments for consideration. The Japanese delegate stated that the points 
raised by the Vietnamese delegation should require further consideration 
and therefore be discussed during the subsequent sessions. 

106 . -The Study Group stressed the need for a continuous exchange of in¬ 
formation as much as possible and realizing the successful result of this 
meeting, was of the opinion that meetings of this nature should be encouraged. 

107. In regard to the proposal of the Philippine delegation, the majority 
of the Study Group felt the need for a further study to be made on the pro¬ 
posal for the creation of ACTAR for the purpose of determining whether or 
not such a permanent body should be established. 

108. The fourth day of the sessions of the Study Group on Asian Tax 
Administration and Research was devoted to answering questions posed by 
member delegates, observers and guests (Annex I). 

109. On the morning of the fifth day, the delegates made the necessary 
corrections, additions and amendments to the final draft as submitted by 
the Drafting Committee. The closing session opened at 3:30 p.m. Upon 
motion of the Indonesian delegate, Sikwan Soetanto, duly seconded by the 
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Japanese and Laotian delegates, Shinichiro Shimojo and Houan Lianncngkhol, 
respectively, the final report of the Drafting Caimittee as amended was 
unanimously approved by the body. Ihe Secretary General announced that 
the final report as approved together with the annexes would be submitted 
to the local embassies of the attending delegations. The Chairman declared 
a recess before the closing remarks of the delegations. 

110. The heads of delegations delivered their closing remarks (Annex G). The 
final addresses were made by the Chairman of the Study Group on Asian Tax 
Administration and Research, Honorable Artemio Al. Loyola, and by the Secretary 
of Finance of the Republic of the Philippines, Honorable Cesar A. Virata 
(Annex H). 

111. Ihe session adjourned at 5:15 p.m. 


««««•• 
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DELEGATIONS Annex A 

INDONESIA 

1. Sikwan Soetanto . . .Head 

Director, Indirect Tax Divieion 

Ministry of Finance 

2. F, Hartawan .Member 


Chiefj Foreign Investment Division 
tfinistry of Finance 

JAPAN 


1. Shlnichiro Shimojo .Head 

Deputy Commissioner 

National Tax Administration Agency 
Ministry of Finance 

2. Hiroyuki Ito .Meirber 

Assistant Director 


International Tax Affairs Division 
Tax Bureau 
Ministry of Finance 

3. Tadashi Suzuki .. Member 

Senior Official 

International Cooperation Division 
Ministry of Foreign Affairs 

LAOS 

1. Houan Llanmongkhol .Head 

Director 

Public Debt Service 
Ministry of Finance 

MALAYSIA 


1 . Mohd. Yucoff Kahiin.Head 

Principal Assistant Secretary 

Tax Division of Treasury 

2 . Wmarnmd Zaln bin Hadji A. Majid .Member 

Headj Planning and Research Division 

Federal Industrial Development Authority 

3. Eu Boon Hor .Member 

Assistant Comptroller General 

Department of Inland Revenue 


SINGAPORE 


1, Maurice Cordeiro .Head 

Assistant Commissioner 

Inland Revenue 

2. Norbert Peris .Member 

Administrative Attache 

Embassy of Singapore 
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THAILAND 

1. Amnuay Viravan .Head 

Scare tary General 

Board of Investment 

2. Kamchom Sathiralcul .;.Member 

Director, Tariff Division 

Customs Department 
Ministry of Finance 

VIETNAM 

1. Nguyen Long Chau ...Head 

Director General 

Directorate of Taxation 

2. Nguyen Trong Hien .Member 

Chief of Cabinet 

Ministry of Finance 

3. Chu Tam Cuong .Member 

Expert 

Ministry of Fconomy 
KHMER REPUBLIC (Canfrodia) 

1. Long Boret .Observer 

PHILIPPINES 

1. Artemio Al. Loyola .Head 

Chairman, Joint Legislative-Executive 

Tax Commission (JLETC) 

2. Lauro D. Abrahan ...Vice-head 

Assistant to the Comissioner 

Bureau of Internal Revenue 

3. Ruben Ancheta ...Member 

Deputy Director General 

Presidential Economic Staff 

*1. Sixto T.J. de Guzman, Jr.Member 

Director 

Board of Investments 

5. Vicente G. Quintos ..... .Member 

Assistant Executive Director 

Joint Legislative-Executive 
Tax Ccmvission (JLETC) 

6 . Sergio Barrera ...Member 

Acting Assistant Secretary for 

Economic Affairs 
Department of Foreign Affairs 

7. Vicente G. Armada .Menber 

Chief Tax Adviser 

Revenue Supervision Division 
Department of Finance 


# # # # * * 
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Annex B 


EBQvisional_agenda 

FISCAL INCENTIVES TO PROMOIE INVESTMENTS 


I. Fiscal Incentives to Pranote Dcmestic and Foreign Investments 

A. Incentives to Enterprises: 

1. Upon entry 

2. While operating 

3. With respect to ploughing back of profits 

On remittances - e.g., capital, profits, royalties, etc. 

II. Some Aspects and/or Problems of Tax Administration Relating to 
the Operation of Fiscal Incentives 

III. Exchange of Information 


A. Exchange of Information on tax and fiscal matters, including 
statistics, economic and legal studies, etc. 

B. The feasibility of conducting seminars and conferences on 
taxation in the future 

C. Ihe need for a permanent body to act as clearinghouse for 
the exchange of information and to conduct seminars and 
conferences 


# * # * # * 
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Annex C 


★★PROGRAMME** 


Sunday» l*Jth February - Arrival of Delegates 

- Registration of Delegates 

6:00 p.m. - Steering Ccmnittee Meeting (Heads of Delegations 
or their Hepreoenativee) 


Monday, 15th February (Place: NSDB Auditorial 

9:00 a.m, - Registration of Delegates (continuation) 


9:30 a.m. - Opening Ceremonies 

a. National Anthem - JLETC Choral Group 

b. Opening Remarks by the Secretary General 

c. Election of Chairman 

d. Response by the Chairman-Elect 

e. Adoption of the Provisional Agenda 

f. Welcome Address by the Secretary of Finance, 
Republic of the Philippines 

g. Responses of Heads of Delegations 


2:00 p.m. - a. Appointment of the Drafting Carmittee and 
Other Cannittees 

b. Reading of Papers (Suimaries) 

Countries 

1 . Republic of Indonesia 

2. Japan 

3. Kingdom of Laos 

4 . Malaysia 

5. Republic of Singapore 

6 . Kingdom of Thailand 

7. Republic of Vietnam 

8 . Republic of the Philippines 


Tuesday* 16th February 

9:00 a.m. - Tbpic I - Fiscal Incentives to Promote Domestic 

and Foreign Investments 

Round table discussion - (among delegates only) 

2:00 p.m. - Topic I - (continuation) 

Round tabte discussion - (among delegates only) 
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Wednesday, 17th February 

9:00 a.m. - Topic II - Some Aspects and/or Problems of Tax 

Administration Relating to the 
Operation of Fiscal Incentives 

Round table discussion - (among delegatea only) 


2:00 p.m. - Topic III - Exchange of Information 

Round table discussion - (among delegates only) 


Ihursday, 18th February 

9:00 a.m, - Field Trip (Arrangements will be made for 

delegates to visit tax offices and other 
government offices at their pleasure) 

2:00 p.m. - Open Discussion on all Topics (Delegates 

observers and guc^to. only) 


Friday, 19th February 

9:00 a.m. - Resume - (Summary of Discussions and Drafting 

of Final Report) 

3:00 p.m. - Start of Afternoon Session 

Adoption of the Report of the Drafting Ccmittee 

- Closing Ceremonies - 

Closing Remarks by the Heads of Delegations 
Closing Remarks by the Chairman 

- Address by the Secretary of Finance, Republic 
of the Philippines 

- Adjournment 


Saturday, 20th February 

9:00 a.m. - Field trip outside Manila 


« « # # * # 
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ANNEX D1 


SGATAR*SECG/ORE w 
15 February 71 

OPENING STATEMENT OP THE SECRETARY GENERAL AT THE 
OPENING CEREMONIES OP IHE STUDY GROUP ON 
ASIAN TAX ADMINISTRATION AND RESEARCH 
ON FEBRUARY 15. 1971 AT 'IHE NATIONAL 
SCIENCE DEvELOHENT BOARD 

Mr. Secretary, Your Excellencies, Distinguished Delegates and Guests; 

In pursuance of the decision embodied in the Conference Joint Commu¬ 
nique of the Fifth Ministerial Conference for the Economic Development cf 
Southeast Asia held in Djakarta and Jogjakarta on May 22-25, 1970, a 
Study Group on Tax Administration and Research, a proposal of the Philip¬ 
pine delegation to that conference, has been created and the Philippines 
was invited to host its first meeting. This gathering, therefore, is an 
historic one and marks a new phase of Asian regional cooperation. For the 
first time, Ministers of Finance cf nine Asian countries through their rep¬ 
resentatives will exchange views on the fiscal incentives extended by their 
respective countries and the* optimum use of such incentives in promoting 
private domestic and foreign investments in this port of the world. 

The importance of the task before the Study Group cannot be labored, 
considering that the subject matter strikes at the root of the growth 
problem — the flow of domestic and foreign savings not only to economically 
profitable but also to desirable; investments. 

Experience elsewhere has shown that international cooperation is an 
effective medium of enriching end diffusing useful knowledge along this 
line. I am confident that this meeting will usher in a continuing and 
permanent working partnership not only among those countries represented 

CiVwo 

in this initial gathering but jv all other Asian countries who may later 
on wish to Join and shore with us their experience. I, therefore, have 
no doubt about the success of this forum, the countries in this region 
being faced with similar though not necessarily identical problems. 

In my capacity as Secretary General of this Study Group, I hereby 
declare this meeting open. 


###„## 
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ANNEX D2 


SGATAR/OREM: PHILIPPINES 
15 February 1571 

RESPONSE DELIVERED BY CHAIRMAN-ELECT ARIEMIO AL. LOYOLA, 

HEAD OF TOE PHILIPPINE PANEL, AT TOE OPENING CEREMONIES 
OF THE STUDY GROUP ON ASIAN TAX ADMINISTRATION AND 
RESEARCH ON FEBRUARY 15 , 1971 AT TOE NSDB 
AUDITORIUM, MANILA, PHILIPPINES 

4 

I wish to express ray deep thanks, officially and personally, to the 
respective delegations for electing me Chairman of the Study Group on 
Asian Tax Administration and Research. I accept it with pride and humility. 

It is both an expression of trust and a bestowal of responsibility — and 
I assure you that I shall work hard with you, within the lights that God 
has given me, in order to realize our declared goals and to achieve our 
common purposes. Permit me, therefore, to place in clearer focus the ob¬ 
jective of this meeting and to advert, once more, to the salient role of 
this Study Group. 

In our unending search and unceasing struggle for the emancipation 
of man, the stability of governments, and the betterment of the world we 
live in, it has become necessary to assist each other even while pursuing 
our national destinies. It is inevitable and imperative, that we strive 
first for regional cooperation. To achieve this, we have to break the 
traditional barriers of suspicion that surround and separate us and to 
take each other in confidence. An effective way to do this is in the 
field of taxation. 

This Study Group can contribute immensely to the cause of tax reform 
in this part of the hemisphere. Developing Asian nations are as a rule 
beset by difficulties in their quest for a spurred rate of growth. Fore¬ 
most among these problems are those of a financial nature, specifically 
the absence of resources with which to underwrite projects in lino with 
their developmental plans. This being the case, Asian nations cannot, 
ostrich-like, bury thrlr heads Jr the snnd$, insensate and oblivious to 
this exigent need for widening and buttressing the base for enlightened 


tax formulation and administration. 
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Over the years, considerable work has been done by Asian countries 
in the field of taxation with all its attendant ills. Yet our experience 
has been that we 3cldon encounter trailblazers in the matter of research 
investigation into specific problems relating to taxation. For a given 
problem which legislators and administrators would like to solve, chances 
are that this has been the subject of previous inquiry in other countries. 
It would not be Judicious in such a case to start from scratch, a 3 a more 
rewarding and less costly approach is to build cn existing research mater- 
iftls and empirical studies. Fven when confronted with novel areas and in¬ 
quiry, it would be best to enlist the assistance of tax experts from the 
countries interested in the resolution of issues and particular problems, 
and to bring their knowledge and skill to bear on the reunified aspects of 
the areas of concern. 

The institutional millieu and L;u constraints imposed, the political 
and social forces that influence and mold the exercise of the State's tax¬ 
ing power, the multifaceted requirements of present-day tax administration 
all these render it compulsive for Asian nations to evolve a sound and ef¬ 
fective taxing pattern. Technical meetings and conferences can serve as 
vehicles for the interchange of ideas and information and for concerted 
action on the tax problems at hand. The value of such discussion lies in 
the superiority of ideas presented, in identifying areas where reform can 
be plotted, and assisting the government to arrive at sound tax decisions 
moored on reliable data and intelligence. Ibis can be done with a display 
of sustained cooperation among Asian brothers. To the extent that we give 
to each other, we shall have simultaneously enriched ourselves. 

It is my fervent hope that the meetings of this Study Group will be 
conducted in a close and, wherever possible, informal manner by the dele¬ 
gates, characterized by free exchange of marketable ideas. I thank you. 


« # # # # 
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15 February 71 


WELCOME ADDRESS DELIVERED BY HON. CESAR E.A. VIR.x’A, 

SECRETARY OF FINANCE, REPUBLIC OF THE PHILIPPINES, 

AT THE OPENING CEm>XMIES OF THE STUDY GROUP ON 
ASIAN TAX ADMINISTRATION AND RESEARCH ON 
FEBRUARY 15, 1971, AT THE NSDB 
AUDITORIUM, MANILA 
PHILIPPINES 

Your Excellencies, Mr. Chairman, Distinguished Delegates to the 
Study Group on Asian Taxation: 

Asian nations are now striving to make taxation a more potent tool 
in attaining a higher rate of growth. This is understandable considering 
that most of these countries have to contend vith numerous problems, such 
as a sluggish pace of development, a rising level of public expectations, 
population explosion and growing bureaucracy. All these render acute the 
generation of more financial resources with which the State can undertake 
productive projects as well as the mobilization of resources of the private 
sector to broaden the country's developmental base. 

Even with the impetus provided by demonstrated need, there are 
factors which inhibit the tax system's serving as an effective instrument 
of economic progress. One of these relates to the extent of technical 
skills in tax policy formulation and tax administration. As they come to 
grips vith problems inhering in the tax system, the application of local 
expertise has afforded considerable insights into the intricacies of the 
tax process. Still, to arrive at soundly conceived tax policies and to 
evolve techniques and procedures essential to effective tax administra¬ 
tion, countries of Asia are now realizing that there is a need for an 
increased level of skill and talent. 

Tax reform is never an easy task. Perseverance and hard work will 
not suffice. Enlightenment and breadth of vision must attend our quest 
for a tax system which can be truly responsive to developmental require¬ 
ments. With these we can blaze a path to progress in the tax sphere. 

Our meeting here denotes a sincere desire of our respective nations 
to join hands and work in unison toward improving our tax systems. 
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Progress requires looking ahead and broadening of one's horizons. 

There is need of a higher level of ski.Us in taxation. We must go beyond 
territorial frontiers in the assimilation of appropriate ideas and inno¬ 
vations. If the country's tax system is to perform at peak efficiency, 
we should veer away from a narrow orientation. Tax reform ideas and inno¬ 
vations can be effectively shared by Asian nations. There should be coop¬ 
eration in this all-important field to the end that diverse and uncoordi¬ 
nated efforts be rendered to a minimum and that the latest techniques 
and innovations be adopted so as to attune the tax system to the exacting 
requirements of development. 

There is much to commend a coordinated pattern of action with respect 
to the tax actuations of Asian Countries. Take the case of tax concession:, 
designed to Induce the increased formation of capital, both foreign and 
domestic. The pressures exerted by interest groups for tax preferences 
have been difficult to resist. This is manifested by the Philippine ex¬ 
perience. Thus, of all tax laws, enacted since the birth of the Republic 
of the Philippines, about a third granted tax concessions in one form or 
another. It must be borne in mind that unless the momentum toward liberal 
ity is arrested, tax inducements can entail costly sacrifice in terms of 
public revenues. It is heartening to note, however, that since three years 
ago, the trend has been somewhat checked. Current moves have been launched 
so that tax concessions devoid of a utilitarian base con be removed. 

The point I wish to convey is that resort to tax concessions can be 
pushed to a point when they constitute a drag to economic progress. The 
countries of Asia can ill afford the luxury of tex concessions which fall 
short of expected objectives. Our countries should not vie with one ano¬ 
ther in the grant of more liberal incentives to foreign investments. 
Possibly, a lesson stands to be learned from across the Pacific, where 
the Andean countries have succeeded in maintaining a common position of 
foreign investments. Where national interest holds £way as the over¬ 
riding concern, let there be regard for the welfare of other nations. 

Where there is diversity, let there be system and order. 
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Lapses in the administration of tax incentive laws must also be 
reckoned with. By their very nature, and with the fact that to most 
people, payment of taxes is regarded as on ordeal, the individual or 
entity concerned would try to make the most out of tax concessions even 
to the point of unduly stretching legal intent. This can be done 
through importuning tax administrators to come up with favorable determi¬ 
nation and rulings. While the recipients of tax benefits and tax en¬ 
forcers may benefit, this is definitely to the detriment of the public 
coffers. 

Countries must correct deficiencies which prevent the tax mechanism 
from realizing its full potential. Your very presence here is an indica¬ 
tion that your countries are not only cognizant of the problems at hand 
but are determined to improve your tax systems. 

We are meeting here today in a spirit of brotherhood and camaraderie# 
in an effort to promote closer action, particularly in the field of taxa¬ 
tion. Realistically, there might be salient differences with respect to 
blueprints and guidelines and the translation of policies into concrete 
programs of action. Precisely it is in a forum ouch as this where steps 
can be resolutely taken to thresh out these variances. 

We look forward to the day when your respective countries, bound by 
mutuality of interests, will be acting in close accord in respect of taxa¬ 
tion, drawing from each other’s experiences in resolving problems which 
detract from the effectiveness of this fiscal policy tool. This stands to 
be accomplished by the Studies of the Proposed Asian Tax Administration and 
Research Unit. 

In closing, let me state that it gives me great pleasure to welcome 
all of you on behalf of the Philippine Government to this meeting of the 
Study Group on Asian Tax Administration and Research. 


# # # # # 
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PNNEX El 

SGATAR/OREl': IMDOHESIP 
15 February 71 

RESPONSE DELIVERED BY MR. SIKWAN SOETANTO, HEAD OF f IHE 
DELEGATION OF INDONESIA, AT THE OPENING CEREMONIES 
OF THE STUDY GROUP ON ASIAN TAX ADMINISTRATION 
AND RESEARCH ON FEBRUARY 1% 1971 AT 
THE NSDB AUDITORIUM- MANILA 
PHILIPPINES 

Mr. Chairman, Your Excellencies, Distinguished Guests, Distinguished 
Delegates: 

As it is known, the purpose of this Meeting is to organize a Study- 
Group for the review and exchange of information about the tax structure 
and administration especially concerning the development requirements of 
the countries of Southeast Asia, as it van proposed by the delegation of 
the Philippines at th<* Fifth MinintFrial Conference for Economic Develop¬ 
ment of Southeast Asia, which was held in Jogjakarta last year. 

Because most Southeast Asian countries still belong to the category 
of the developing countries, whore the serious problem of how to generate 
sufficient revenue out of taxation is still haunting, we regard this 
Meeting extremely important. We have indeed many common interest and 
problems with regard to taxation. 

Due to the initiative and praise-worthy efforts of the government of 
the Republic cf the Philippines, this Meeting is now a reality. For this, 
we wish to express our highest ont.eom and deepest gratitude. 

As this is the first meeting of our Study Group, it is our hope 
that we may be able to start a very good programme of activities and 
discussions. Looking at the proposed Agenda^ve feel that our discussions 
and exchange of ideas on the various subjects covered, will bring about 
better knowledge and understanding of fiscal matters and tax administra¬ 
tion which exist in the participating countries. 

Mr. Chairman, Distinguished Guests, Your Excellencies, Distinguished 
Delegates, once again, I would like to emphasize that this meeting is of 
the utmost importance, because taxation n3 it is today, plays a signifi¬ 
cant role as one of the instruments to direct economic development. 
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To achieve its aim, certain requirements with regard to the taxm 
system should he fulfilled, which are adopted to certain conditions. 
Frequently, as a consequence of the efforts to determine a proper taxa¬ 
tion policy, revenue is forced to he sacrificed. 

Presumably, we all agree that sufficient revenue must he generated 
to stimulate economic development. We also agree, that this revenue for 
the greater part should consist of taxes and therefore, indeed our tax 
systems ore still primarily revenue oriented. 

To date, this problem of reconciliation of conflicting objectives 
such as raising revenue and promoting investments, has to be faced by the 
still developing countries themselves. 

In this regard, the problem could easier be resolved, if the already 
developed countries are willing to cooperate, in the sense that the capi¬ 
tal exporting taxpayers are accorded special tax facilities by their res¬ 
pective home countries. 

Mr. Chairman, Your Excellencies, Distinguished Guests, Distinguished 
Delegates, this meeting will continue for about a week, which is not very 
long, taking into consideration all the problems covered in the Agenda, 
hut we are hopeful that with the spirit of brotherhood and friendship and 
with the excellent guidance of our Honorable Chairman, we will attain the 
objectives of this historic Meeting. We hope, therefore, that this Meeting 
is able to report useful results also beneficial to the Southeast Asian 
countries, to the Sixth Ministerial Conference for Economic Development 
in Southeast Asia. 

I thank you. 


# # # # # 
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SGATAR/ORE": JAPAN 
15 February 71 

RESPONSE EELIVERED BY MR. SHINICHIRO SHIMQJO, HEAD OF THE 
DELEGATION OF JAPAN, AT THE OPENING CEREMONIES OF THE 
STUDY GROUP ON ASIAN TAX ADMINISTRATION AND 
RESEARCH ON FEBRUARY 15 s 1971 AT TIE 
NSDB AUDITORIUM, MANILA 
PHILIPPINES 

Your Excellency, Distinguished Delegates and Observers: 

First of all, I wish to join my previous speaker in expressing our 
thanks to His Excellency, Mr. Virata, Secretary of Finance, for his ins¬ 
piring address in welcoming all of us. 

Let me also extend, on behalf of the Government of Japan, our deep 
appreciation to the Government of the Republic of the Philippines for 
hosting this important meeting and for the warm hospitality extended to 
all of us. Our appreciation also goes to Mr. Yoingco and hi3 staff for 
all the efforts made in preparation for thi3 meeting. 

The purpose of this meeting, ns we understand is to review and ex¬ 
change information on a multilateral or regional basis, concerning tax 
structure and administration, especially the development requirements 
of the countries of Southeast Asia. It is my belief that economic deve¬ 
lopment is a Joint undertaking of all countries concerned that must be 
pursued on a concerted and cooperative basis. 

In this connection, this meeting is indicative of the growing aware¬ 
ness among the member countries of Southeast Asia of the importance of 
the role of taxation in economic development. 

Although tax systems, policies and administrations in the countries 
of this region vary from country to country, reflecting the differences 
in social, economic and historical backgrounds, it is to be hoped that 
this meeting through exchange of views and information will be able to 
arrive at a conclusive report that will be submitted successfully to 
the coming Ministerial Conference for the Economic Development of South¬ 


east Asia. 
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Having said this, it i3 also my sincere hope that this meeting will 
provide an effective forum for frank exchange of views among ourselves 
on various problems of taxation, and through such frank exchange of 
views, information and experiences, our cooperative relationship will 
be further strengthened and consolidated for promoting economic develop¬ 
ment of this region. 

Thank you. 

# « # * # 
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ANNEX E3 

SGATAR/OREIi: KHi'ER 

15 February 71 

RESPONSE EELIVEHED BY MR. LONG BORET, HEAD OF THE 
DELEGATION OF KHMER REPUBLIC (CAMBODIA), AT THE 
OPENING CEREMONIES OF THE STUDY GROUP ON 
ASIAN TAX ADMINISTRATION AND RESEARCH 
ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA 
PHILIPPINES 

Mr. Secretary, Your Excellencies, Distinguished Delegates: 

Although my government is represented at this meeting only 03 an 
observer, I would like to thank you, ?1r. Chairman, for the occasion 
given me today to address the honorable delegates present here. 

First of all, let me express in l».hnlf of the Government of the 
Khmer Republic my gratitude to the Government of the Republic of the 
Philippines for having invited us to observe this technical meeting of 
the Study Group on Asian Tax Administration and Research, whose objec¬ 
tives should, without any doubt, interest all the countries of the 
region. 

At the same time, I would also like to convey the warm salutation 
of ray government to all friendly governments here represented, and our 
sincere felicitation tc all of y^u, lunorable delegates, whose work 
during the next few days is expected to significantly benefit the promo¬ 
tion of investments in Asian countries. 

My government, while fully appreciating the theme of this meeting 
a3 well as the proposed topics of discussion, is pleased to have been 
able to send one observer. 

Since 1953, when my country acquired its independence, the Khmer 
government tried to develop its fiscal legislation by cither modifying 
or creating new fiscal laws and regulations while taking account not 
only of its political statutes but also of financial and economic 
imperatives. 

Up to the end of the Second World War, my country was under the 


French protectorate and the French-Khmer agreement of January 7, 19^6 
gave it a certain internal autonomy which was very relative. According 
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to this new political situation, my country had hence-forvord an annual 
budget called the "national budget" as opposed to the "federal budget" 
of Indochina whose preparation and implementation were under the respon¬ 
sibilities of the French authorities. The first national fiscal laws 
came into being then but the federal government still reserved preroga¬ 
tives on certain taxes. Later, in virtue of the Treaty of 19^9, and the 
Pau Convention of 1950, almost all authority in fiscal matters wn3 rever¬ 
ted to the Khmer government while still politically find economically asso¬ 
ciated with Vietnam and Laos, Only after the Treaty of Paris of 195^> 
which ended the Indochinese customs union, did Cambodia become the master 
of its own destiny in the domain of fiscal legislation. 

Already during the first years of its political autonomy, Khmer 
financial administration had to overcome the serious problem of an un¬ 
balanced budget. Public expenditures increased so rapidly while the govern¬ 
ment, at the start, only disposed of certain direct taxes of which some 
were characterized by unstable or uncertain rentability, and of come in¬ 
direct taxes which were specific and easily recovered but indifferent to 
price movements. 

Political independence implies numerous obligations on the part of 
an emancipated state: education, public health, etc. In addition, the 
state must actively participate in the econanic development of the country. 

Between 1955 and 1966 for example, public expenditures had more than 
quadrupled while prices increased only 65/5. 

A country with an economic structure essentially agricultural, the 
Khmer Republic 3till possesses an economy dependent on climatic hazards 
despite efforts of industrialization and the equipment of infrastructure 
that have been so far accomplished. Furthermore, the deterioration of 
the terms of trade due to the 3tafpiaticn or ever, the lowering of world 
price levels of exported primary products, the slow penetration of mo¬ 
dern techniques in the ficll of agriculture have left the Khmer peasant 
still with a relatively low income. 
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The finances of the statu cannot and will not in a long tine, de¬ 
pend on direct taxation of incomes of the rural population and the arti¬ 
sans. 

Many fiscal regulations were undertaken during the past years for 
financial purposes. 

However, despite our worry over budgetary balance, we do not neglect 
our objectives in the economic field. Khmer fiscal laws try to be rela¬ 
tively neutral in the sense that they abstain from all initiative with 
rogard to taxes that arc considered harmful to economic development. 

This neutrality implies also the idea of revising every now and then 
the fiscal system in order to neutralize the effects of concurrent cir¬ 
cumstances notably in prices. 

On the other hand, since the state's finances are not yet able to 
extract significant savings necessary for public investment and since 
the exclusive recourse to the method of financing by deficit has its 
harmful consequences on prices and on the econoiry in general, the state 
had to grant space fer foreign capital and domestic private capital. 

Among the measures taken in view of this, were some isolated incentive- 
fiscal regulations in default of an appropriate code of investments. 

In virtue of these laws, investment of capital resulting from enterprise 
authorized by the government could benefit during the first years of 
exploitation from numerous advantages: 

- exemption from registration duties and stamp duties on acts 
establishing the company as well as increase in capital stocks \ 

- exemption from import duties cn equipment and basic products 
necessary for the functioning of the enterprise-, 

- exemption from land tax (for ngricultural enterprises) 

- exemption from taxes on profits. 

Despite this development in fiscal legislation, my government 
thinks that a good deal of problems still remain and other measures wait 
to bfe implemented to attract the maximum of imvestments, foreign or 


national. 
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In on important study recently undertaken with the patronage of the 
Asian Development Bonk, entitled Southeast Asia's Economy in the 1970*0 , 
ve con find an abounding source of information and suggestions concerning 
the economic development of our region specially in the field of invest¬ 
ments. 

We agree with the suggestion that "confidence and goodwill on one 
hand and the provisions of resources such os adequate power, transport 
facilities and a supply of skilled manpower on the other will do more 
than tax and tariff concessions in attracting private foreign investment 
to Southeast Asian countries." This is true but wc oannot anyway mini¬ 
mize the role of incentive fiscal legislation in the promotion of in¬ 
vestments of national and foreign capital. 

For this reason we ore very happy to be able to attend today the 
technical meeting which, thanks to the exchange of information and ex¬ 
perience and common effort of research, will surely benefit the deveiop- 

« 

ment of the countries of the region including my own. 

I wish you therefore, Mr. Chairmtai and Distinguished Delegates, 
great success in your work. 

I thank you for your attention. 


* # # # * 
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ANNEX E4 

SGATAR/ORE!*: LAOS 
15 February 71 

RESPONSE DELIVERED BY MR, HOUAN LIANMOHGKHOL, DELEGATE OF 
THE ROYAL KINGDOM OF LAOS, AT THE OPENING CEREMONIES OF 
THE STUDY GROUP ON ASIAN TAX ADMINISTRATION AND 
RESEARCH ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA, PHILIPPINES 

Mr. Chairman, Your Excellencies, Distinguished Guests, Distinguished 
Delegates: 

On behalf of the Royal Government of Laos I cannot deny myself the 
pleasure of publicly thanking the Philippine Government for its very warm 
welcome and hospitality. For quite some time we have been waiting for 
this meeting to materialize, in the happy knowledge that every effort was 
being nmdc by the host country to insurf fruit Ail discussions. 

The Philippine Government is to be warmly congratulated particularly 
on its willingness and initiative in organizing this technical meeting of 
the Study Group on Fiscal Incentives for Development, a problem of mutual 
concern. 

My country, however small its contribution to regional cooperation, 
is determined to play its part. When extending its kind invitation to 
come to Manila, the Philippine authorities duly mentioned to us that all 
papers and discussions would be in English. To a nation like Laos where 
nearly all government officials are only proficient in French, partipa- 
ting in this gathering might appear somewhat challenging. Nevertheless, 
the fact that Laos is being represented in this gathering clearly demons¬ 
trates its genuine interest in the specific subject to be discussed. 

As you probably know, our investment law is a rather new legislative 
action which is undergoing its very first year of experience. Hew suc¬ 
cessful incentives could be in Laos remains to be seen. Therefore, there 
is not much we can do cr suggec* in return for experience and infnroation 
from friendly countries. We have at least provided a description of our 
system and expressed views on a wide range of topics in our government's 
position paper. 
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I presume that discussion during the next few days will not he too 
academic and many subjects of interest could be dealt with at length and 
very realistically through round table discussions, 

I would not elaborate at this stage on any one aspect of fiscal in¬ 
centives, However, to provide a preliminary idea of our lines of thought 
and action, I wish to make three very brief statements: 

First, my country is doing everything in its power to stimulate 
sound investment at the co3t of increasing losses in revenues through 
tax exemptions. While engaging in this policy as a necessary course of 
action, ny country is eager to learn from other countries how it con 
best develop on incentive scheme and still maintain public revenues at 
a reasonable level. 

Secondly, daily experience would suggest that we should not concen¬ 
trate on matters of fiscal policy, while overlooking serious problems of 
fiscal administration. We would be wiser by being equally concerned 
with "what to do" and "how to do it." 

Thirdly, the Royal Government of Laos would like to join with 
other friendly countries to support the idea of establishing a clearing 
house or some sort of Asian Tax Center that would pave the way for more 
permanent cooperation, particularly in the field of fiscal incentives 
to economic development. 

Last but not least, it remains for me the pleasure to emphasize the 
significance of this meeting in strengthening among the participant coun¬ 
tries the spirit of friendship and regional cooperation. 

Thank you. 
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ANNEX E5 

SGATAR/OREM: MALAYSIA 
15 February 71 

RESPONSE DELIVERED BY MOHD. YUSOFF RAHIM, PIE AD OF THE 
DELEGATION OF MALAYSIA AT THE OPENING CEREMONIES OF 
THE STUDY GROUP ON ASIAN TAX AH'IBJISTRATION AND 
RESEARCH ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA, PHILIPPINES 

On behalf of the Delegation of Malaysia, I would like to express 
our appreciation and gratitude to the Government of the Republic of the 
Philippines for being host to the Study Group on Asian Tax Administra¬ 
tion and Research. 

The promotion of investment, both domestic and foreign, is a subject 
which i3 paramount to all member countries — indeed to all developing 
countries throughout the world. One important factor that would assist 
in no small measure in the efforts to achieve greater investment is the 
incentives offered. It is, therefore, vital that policies with regard 
to fiscal incentives should be geared towards attaining this objective. 

The meeting of the Study Group serves ns a useful forum for the 
exchange of views end information on this important subject. In the 
course of this one vreck, I an sure, the Study Group will deliberate or. 
various aspects fiscal incentives in the light of experiences gained 
by member countries, as well as on matters of mutual interest. There is 
no doubt that the deliberations of the Study Group on Asian Tax Adminis¬ 
tration and Research, will be of benefit to all of us. 

Mr. Artemio Loyola, my Delegation would like to extend our congratu¬ 
lations to you on being elected Chiinn an of this Meeting. Under your 
able leadership the Meeting of the Study Gr^up on Asian Tax Administra¬ 
tion and Research will no doubt crr.e to a successful conclusion. 

My Delegation would also like to congratulate His Excellency, the 
Honorable Secretary sf Finance* of the Republic of the Philippines for 
his inspiring message. 

Thank you. 

# » # # * 
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ANNEX EC 

SGATAR/OREH: SINGAPORE 
IS February 71 

RESPONSE DELIVERED BY MR. MAURICE CORDEIRO, HEAD OP IRE 
DELEGATION OF SINGAPORE, AT THE OPEMING CEREMONIES OF 
THE STUDY GROUP ON ASIAN TAX ADMINISTRATION AND 
RESEARCH ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA, PHILIPPINE 

Mr. Chairman, Your Excellency, Distinguished Delegates, an^iGuests: 

I am grateful for this opportunity to attend the Study Group as a 
delegate of Singapore. I wish to thank the Secretary of Finance of the 
Republic of the Philippines for his worm words of welcome and I am sure 
that with godwill his fervent hopes for the success of the discussions 
will be realized. No doubt, we all will gain valuable information and 
benefits from the meetings arranged which will foster another st i in 
the cordial and cooperative relations already existing among our rations, 
and help further development in administration. 

As you are aware, the present Government in Singapore first took 
office in 1959, at a time when it had to shoulder heavy responsibilities 
to improve the economy, build schools for education for the hundreds of 
thousands of children of school age, train teachers, and provide opportu¬ 
nities for its young and growing population which form more than half 
the population. Large housing schemes have had to be planned, because 
the city was getting congested 1 with very old houses. Singapore, with 
almost no natural resources, is traditionally a center of entrepot trade. 
Although entrepot trade figures grow in absolute terms, this is slightly 
declining in proportion to the total revenue of the country. Oth^r avenues 
of revenue have had to be exploited. One of these measures was to draw up 
plans to stimulate investment in the industrial sector. To achieve the 
aims successfully, it is necessary to establish a healthy climate for in¬ 
vestment. A stable government and responsible and disciplined worker are 
essential. Results over the last 10 years speak for themselves as you 
can Judge for yourselves. 

In the course of the meeting I will give details of the incentives 
brought in by legislation with these objectives, with consequent reduction 
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in some tax revenue. To sustain the upward surge in economic expansion, 
the fullest use must be made of the skills of the people and opportuni¬ 
ties of the situation should be directed towards industrialization and 
export to overseas markets. 

Legislation for this purpose was introduced under the Economic Expan¬ 
sion Incentives Act of 1967. This Act deals with incentives for: 
a) Pioneer Industry, b) Expansion of established enterprises, c) Produc¬ 
tion for export, d) Foreign loans for productive equipment, and 
e) Royalties, fees and development contributions. 

On the personal side, as this is my first visit to Manila, I am 
looking forward to enjoying my stay here and seeing your lovely buildings 
and beautiful scenery, which have so much history attached to them. 

* # # a a 
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ANNEX E7 

SGATAR/OREM: THAILAND 
15 February 71 

RESPONSE DELIVERED BY MR. AMNUAY VIRAVAN, HEAD OF THE 
DELEGATION OF THAILAND, AT THE OPENING CEREMONIES 
OF THE STUDY GROUP Oil ASIAN TAX ADMINISTRATION 
AND RESEARCH ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA, PHILIPPINES 

Mr. Chairman, Your Excellencies, Fellow Delegates, Ladies and 
Gentlemen: 

It gives me great pleasure and distinct honour to represent Thailand 
in the first meeting of the Study Group on Asian Tax Administration and 
Research. We arc deeply grateful to the government of the Republic of 
the Philippines and to the Honorable Cesar Virata, Secretary of Finance, 
who initiated this study group at the Fifth Ministerial Conference for 
Economic Development of Southeast Asia and who has kindly played host to 
its first meeting in Manila, 

The government of Thailand has attached great significance to this 
particular meeting, not so much on the technical aspect of the discussion, 
but more on the exchange of information and experiences in this important 
field, and perhaps even more to its potential as a prime mover in regional, 
economic cooperation. 

I would like especially to commend the Hoot government for the selec¬ 
tion of this topic "Fiscal Incentives to Promote Domestic and Foreign 
Investments" as the theme of the meeting. We have long felt the need for 
this discussion and it is indeed most timely that the countries of South¬ 
east Asia should come together and try to map out a program to support 
regional movements through tax incentives r.nd private development efforts. 

Three important points, I believe, should be singled out for special 
attention at this meeting: 

One is that the introduction and maintenance of tax incentives to 
promote private investment in most developing countries have been necessi¬ 
tated by the existing tax imperfections and weaknesses in their economies 
which hinder the flow of private investment into productive activities. 
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The objective of such a program is to promote better allocation of our 
economic resources and accelerate the rate of economic growth. The pro¬ 
cess will be self-correcting as more and more inperfections and impedi*- 
ments will be eliminated along the path of economic development. 

Consequently, the tax incentives program is subject to constant re¬ 
view and constant changes. The incentives will tend to become less and' 
they will be absorbed and integrated into the economic system. 

Another important point is that each incentive program must be 
tailored to a nation*s needs and requirements. But the fact that each 
developing country seems to have a liberal tax incentive plan has led 
many naive observers to make a remark that developing countries of South¬ 
east Asia are trying to outbid each other by offering more tax incentives 
in attracting foreign investment to their territories. Nothing can be 
farther from the truth. 

I would be delighted to see that this Study Group will remove all 
doubts from their mind. We would indeed try to outdo the others in allo¬ 
cating our resources to the best advantage and to register the highest 
rate of economic and social progress. Such effort has nothing to do with 
comparative tax incentive programs. But we con learn from each other and 
help each other towards our own objectives. 

The third point I would like to moke at this initial session is that 
the government agencies which administer tax incentive programs can play 
a very effective role in regional economic cooperation. We fully realize 
that regional cooperation must be generated through the private sector so 
that it can be self-sustaining and expanding. When these agencies get 
together, v r jiow that we can keep our feet on the ground and initiate 
regional business activities which will be economically viable and truly 
beneficial to the nations concerned. 

fir. Chairman, your Excellencies, Ladies and Gentlemen, the Delegation 
of Thailand has strong confidence that we all can moke positive contribu¬ 
tion to our own economic development and to regional progress. It would 
always be our utmost pleasure to work together with all of you towards the 
ultimate goal. 
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ANNEX ER 

SGATAR/OREM: VIETNAM 
15 February 71 

* 

RESPONSE DELIVERED BY MR. NGUYEN DONG CHAU, HEAD OF THE 
DELEGATION OF VIETNAM, AT THE OPENING CEREMONIES OF 
THE STUDY GROUP OK ASIAN Ttf ADMINISTRATION AND 
RESEARCH ON FEBRUARY 15, 1971 AT THE NSDB 
AUDITORIUM, MANILA, PHILIPPINES 

Mr. Chairman, Your Excellency, Distinguished Delegates, Ladies and 
Gentlemen: 

It is vith great pride and pleasure that we find ourselves today in 
the company of such distinguished people whose Jobs have often been des¬ 
cribed as among the most challenging ones in modern Asia, 

Upon receiving the invitation to attend this workshop, the Govern¬ 
ment of Vietnam has without reservation allowed our delegation to parti¬ 
cipate. We have thus come to Manila with the hope of being able to meet 
each and all of you to discuss our common problems and to try to work 
out the type of organization that will be needed to warrant meaningful 
future cooperation among our countries in the areas of fiscal adminis¬ 
tration and research. 

This is why we are grateful to the sponsors of this workshop and 
to the Philippine Government for allowing it to be held here in the beau¬ 
tiful city of Manila. Furthermore, we note with great Joy the presence 
of so many experienced and knowledgeable officials from all the various 
countries, for their presence not only enhances the prestige of this 
workshop but is also a good guarantee that it will be fruitful and 
worthwhile. 

With Asia being so large and varied it is not surprising that one 
finds a great deal of differences in tradition, in local conditions, and 
in outlook among countries. In the case of Vietnam, our country has 
obviously exhibited many unique characteristics for the past decade or 
so. The war that is still going on there has probably been the major 
cause for this. Indirectly, it may have also produced polarizing effects 
among our neighbor countries. 
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However, as ve are moving closer to an end of the hostilities in 
Vietnam, similarities may have begun to emerge, perhaps more in goals 
and policies, but still similarities which contain promises of a 

bright future for regional cooperation in Asia. 

More importantly, we think many of you will agree that regional 
cooperation among our countries should not merely be a matter to be 
talked about, but that it must definitely move beyond the discussion 
stage to take the various forms of research and study, of planning, 
and of action. 

As representatives from Vietnam, we are pleased to inform you that 
our government is looking forward to the development of a form of 
regional cooperation in tax administration and research. In the broader 
areas of fiscal and monetary issues, we hope that there will be discussion 
and exchange of information so that eventually the same spirit of coopera¬ 
tion may be expanded to include these issues too. 

Investment, in all countries, but especially among the less deve¬ 
loped nations of the world, holds the key for national economic improve¬ 
ment. With other countries in the region, Vietnam has token different 
measures to encourage both domestic and foreign investment. We will be 
happy to have the opportunity to exchange our experiences with the dis 
tinguiahed delegations convened here. 

In all this, we nre especially indebted toward the Philippine 
Government and to its Department of Finance for having initiated and 
promoted many of the current efforts toward regional cooperation in 
fiscal and economic development. We sincerely hope that the week's 
meetings will help bring those efforts even closer to concrete action. 

Ma y we then Join our fellow delegations in wishing for the 
success of this workshop. 


* # # # # 
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SGATAR/'»KG: INDONESIA 

WORKING PAPER OP THE 

1. It is undeniable that cooperation among Asian countries in the 
field of fiscal incentives for the promotion of investments contributes 
tc a nore satisfactory result than attainable without it. 

The term fiscal incentives covers a very wide field and each coun¬ 
try has built up its own system of taxation in conjunction with its 
economic potentials, the area which it will develop, and internal or 
international policy. 

Except for certain countries, each of us is still at a stage 
which needs further development, while the capital required cannot be 
furnished by local means but must be borne from outside. 

On one hand the different countries are trying to draw importation 
of capital against fiscal facilities which they consider proper, on the 
other hand they are thereby introducing disguised competition among 
themselves. This kind of competition might prove advantageous or dis¬ 
advantageous — advantageous if the project needs no special require¬ 
ments end can be carried out in any country with the most suitable 
conditions; disadvantageous if the possibility of starting the project 
is limited to one specific area. The country in which such area -is 
situated has in fact a monopolistic position and as such does not need 
to fivi; any incentives. But in reality, even with 3uch a position and 
duo to certain considerations, incentives can still be very useful. 

P. Facilities which cause unnecessary loss of revenue must be re¬ 
duced as much as possible. We ore veil aware that in improving our 
bargaining position vis-a-vis capital exporting countries, we cannot bi 
successful without understanding and cooperation among ourselves. Thi.* 
will encail certain sacrifices in the sovereignty over economic and 
social policies. Ve acknowledge that this is not on easy task. Each 
country has to stand cn its own policy which assures the maximum profit 


in all fields. 



As we know Asian countries have inherited different tax systems, 
which perhaps will hamper the efforts for regional cooperation in taxa¬ 
tion. Therefore*it is essential to attempt a comparative 3tudy of the 
tax systems in Asian countries. The general objective is to recognize 
a common interest of developing countries which should bo instituted 
in tax provisions to safeguard certain mutual benefits, taking into 
consideration the national interest. 

3. Apart from foreign investment matters, internally, each of us has 
the obligation to encourage domestic investors to take active part in 
the development drive. This can only be achieved by granting the same 
facilities ns those given to foreigners or obliging foreigners to asso¬ 
ciate with domestic counterparts, at**. This course cannot be segrega¬ 
ted from the General economic or political conditions of the country 
concerned. 

In both cases, either relative to foreign or to domestic invest¬ 
ments, budget considerations cannot be left out. This is a matter on 
which the policy of any developing country must be based. However, 
this budget oriented policy seems to be les3 adopted by the capital 
exporting countries, which consider it as an obstacle to capital accu¬ 
mulation. 

k. Vie have seen that a policy of fiscal incentives may be contradic¬ 
tory to the interest of capital-exporting countries as well as capital- 
importing countries themselves, and this supports the proposition that 
a cooperation among Asian coantries in this field is far from easy. 

But we have the feeling that this difficult task and the willingness of 
each of us to establish an association for mutual benefit car lead us 
to an acceptable and profitable solution. 

As regard the administration and implementation of tax-incentives, 
this again cannot be separated from internal conditions. As this is 
not a principal matter, but merely cn administrative behavior, each 
country can make the needed adjustments if the course so far adopted 


yields negative results. 
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5. The matter of exchange of information seems to he very necessary 
to each of us. It provides more data as basis for outlining tax or ad¬ 
ministrative policies. The problem that arises is the determination 
of what kind of information must be exchanged end what is really need¬ 
ed for each country. In this respect periodic meetings might be 
necessary. 

Further elaboration shall be given during the discussions. 
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SGATAR/POSP:JAPAN 

1NCENHVE MEASURES TO PROMDOE INVESTMENT IN JAPAN 

Introduction 

Economic growth in postwar Japan, especially in the 1960's has "been 
notable, though per capita income is still low. It could be said that not 
only economic policies including fiscal, monetary and industrial policies, 
but also other policies such as education policy in respect to investment 
in human resources have contributed to this rapid economic growth. This 
paper, however, deals only with the existing “tax 1 ' measures, especially • 
with those of a “special 1 ' nature which are designed to encourage non-human 
investment. 

Further it must be noted that this paper refers only to the measures 
in the tax system and not with the administrative problems though the latter 
are also included in uhe topics chosen for discussion in this conference. 

It seems to us that since tax administration in Japan is considerably affec¬ 
tive, there are only a few to be mentioned in this respect. 

*‘In Japan, planning with respect to tax laws end tax adminis¬ 
tration are undertaken by the Tax Bureau and the National Tax 
Administration Agency of the Ministry of Finance, respectively. 

The National Tax Administration Agency consists of the princi¬ 
pal office of the National Tax Administration Agency in Tokyo 
and its subordinate organs, 11 Regional Tax Administration 
Bureaus and U 97 District Tax Offices, where about 50,000 staff 
members are engaged in tax activities." 

The contents of this paper may be summarized as follows: 

I. Encouragement and Inducement of Investment - 

A. Improvement of Technology and Modernization of Equipment 

B. Inducement of Investment in Specific Areas and Industries 
€. Increase in Savings of Enterprises 

D. Introduction of Foreign Cn.pital 

II. 


Encouragement of Foreign Investment - 

A. Provisions under the Domestic Lav 

B. Tax Treaty and Foreign Investment 
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I. Encouragement and Inducement of Investment 

A. Improvement of Technology and Modernization of Equipment 

The following incentive measures are provided for the purpose of en¬ 
couraging investment, especially for the modernization of equipment: 

(1) Special Tax Credit for Research and Development Expenses 
and Others 

Private corporations are generally so small that they find it dif¬ 
ficult to invest much for research and development. Hence the follow¬ 
ing meosures are provided to encourage investment for that purpose: 

a. Special Tax Credit for Research and Development 
Expenses 

If research and development expenses are spent in excess 
of the largest amount of such expenses of any preceding account- 
ting period, 25# (5C# under special conditions) of such excess 
amount may be credited against the corporation tax. The credit 
is limited to a maximum of 10# of the corporation tax. 

b. Special First-Year Depreciation 

During the first year a special depreciation may be allowed, 
equivalent to one-third of the acquisition cost of the machinery, 
recognized by the appropriate Ministers os required for turning 
new technological ideas into commercial products necessary for 
the progress of the national economy. 

c. Special Amortization 

Special amortization of expenditures in also paid to asso¬ 
ciations for mining and manufacturing technological research. 

(2) Special Depreciation on Improved Machinery, etc. 

Special depreciation is allowed in the first year of use for 

plants and equipment which are required for the modernization of 
enterprises, namely: 

a. Plants or equipment used by important industries spec! 
fied by the Enterprise Improvement Promotion Law and 
designated as urgently needed to modernize such in¬ 
dustries (one-fourth) 
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b. Plants or equipment used by small- or medium-sized 
enterprises designated as urgently needed to improve 
their business (one-third) 

c* Buildings and accessories used for retail trade joint¬ 
ly operated under the retail stores collaboration 
program (one-tenth) 

d. Plants or equipment produced for the first time in 
Japan, which require a high degree of technology for 
manufacture and have a high cost of 50 million yen or 
more per machine or set of machines (one-third) 

e. Steel vessels used by ocean transportation enterprises 
(one-tenth) 

f. Plants or equipment used by agriculture, fishery or 
other co-operatives and designated as urgently needed 
to improve their business (one-third) 

(3) Accelerated Depreciation on Machinery, etc. Owned by Small- 

or Medium-Sized Enterprises 

Small- or medium-sized enterprises ploy a very important role in 
each industry in Japan. The following measures are provided to modern¬ 
ize these enterprises: 

a. Special depreciation of on additional one-third of tho 
ordinary depreciation allowance for the first five years 
on the specified machinery, equipment, etc. 

b. Special depreciation on machinery owned by members of 
commercial and industrial cooperatives, etc, which carry 
out the plans for improvement and promotion of small- 
and medium-sized enterprises (one-half) 

(1*) Special Depreciation on Fire-proof Buildings, etc. 

Special depreciation doubling the ordinary depreciation allowances 
for the first five years on the following fire-proof buildings, etc: 

a. Specified fire-proof warehouses used for trade purposes 

b. Silos for grains 

c. Fire-proof hospital buildings 

d. Buildings built in certain city areas for preventing 
disasters 

» 

e. Non-residential portion of buildings which ore not less 
than five storeys high and at least three-fifths of 
which is residential area 


B. Inducement of Investment in Specific Areas or Industries 


(l) Promotion of Industrialization in Under-developed Areas 
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Special first-year depreciation is authorized, amounting to one- 
third (one-fifth in the case of factory buildings) of the acquisition 
cost of the plants or machinery used in underdeveloped areas and coal 
mining areas specified by the laws. 

(2) Development of Natural Resources 

The following measures are provided to promote the development of 
natural resources: 

a. Expenditures in prospecting for mineral deposits 
The amount credited to a prospecting cost reserve may be 

deducted as on expense. The amount deductible shall not exceed: 

(i) 15# of the proceeds from sales of minerals mined, 

concentrated or processed by the corporation, o 1 ' 

(ii) 50# of income (before corporation tux) derived 
with respect to the above-mentioned proceeds. 

The amount of the prospecting cost may be additional!;/ 
deducted from taxable income in the accounting period in 
which such costs are incurred. 

b. Special depreciation on specific shafts and lifts for 

mining use, such as writing off the full amount in the 
first year of use * 

c. Depreciation reserve for the construction of atomic 
power generation 

One-fourth of the acquisition cost of equipment for the 
generation of atomic power may be credited to the reserve and 
deducted as an expense of the power companies. 

d. Reserve for loss of investment for petroleum development 
If a corporation has credited not more than one-half of the 

acquisition cost of newly issued stocks of specified companies 
to the reserve account, such amount credited is deductible. 

(3) Special Rules of Taxation on Farm and Timber Income 

a. Farm income from newly cultivated land is excluded 
from the taxable income for five years. 

b. Income from the second crop of the land which h”c ix- 

' improved in accordance with the Land Improve: int Program 

is excluded fror the taxable income for three years. 



- 6U - 


c. Special deduction is allowed from timber income 
with respect to afforestation expenses. 

e. g. 110,000,000 yen per hectare in 1969 

d, Special deduction for forest program from timber incone 

In case a taxpayer has deforested or transferred his timber 
in accordance with certain Forest Programs, he may deduct from 
timber income, as a Special Deduction for Forest Program, 20% of 
gross receipts (subject to limitation of 50? of gross receipts 
less necessary expenses) in arriving at timber income. 

C. Increase in Savings of Enterprises 

Increase in savings of enterprises may eventually lead to increased in¬ 
vestment through the greater amount of funds available. From this point, 
reserves and special depreciation may be mentioned. 

(1) Reserves 

Though the policy objective differs from one reserve to another, 
any reserve may be regarded as corporate savings (or savings of enter¬ 
prises) because of its some effects os tax deferment or interest-free 
governmental loan. 

The main reserves currently in effect are os follows: 

a. Reserve for Price Fluctuations 

b. Structural Improvement Project Reserve for Small- and 
Medium-Sized Enterprises 

c. Drought Reserve for Hydroelectric Power Plants 

d. Unusual Risk Reserve for Insurance Companies, etc. 

(2) Special Depreciations 

Any special depreciation provides the benefit of the deferred 
payment of tax or interest free governmental loan as in the case of 
reserves. 

Special depreciations ore broadly grouped into two categories, 
i.e., the increased initial depreciation and the accelerated deprec:* 
tion, but both measures do not give the allowable deduction for depre¬ 
ciation above the amohnt of the acquisition cost of the asset concerned. 
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The principal special depreciations now in effect under the law 
are, namely: 

a. Special depreciation on improved machinery, etc. 

b. Accelerated depreciation on machinery, etc. owned 
by small- or medium-sized enterprises. 

D. The Introduction of Foreign Capital 

The introduction of foreign capital was thought to be one of the factors 
contributing to the economic growth in postwar Japan. For this purpose vcv- 
ious kinds of special measures are still effective, namely: 

(1) Interest (including the redemption premiums) paid on 
private foreign currency bonds with maturity of not 
shorter than five years is not taxable. 

(2) The tax rate on interest on loans from foreign financial 
institutions in foreign currencies is reduced to 1055. 

II. Encourag e ment of Fore ig n Investment 

How to increase the investment in Southeast Asia may be one of the im¬ 
portant topics of this conference. 

There are some provisions in the Japanese domestic law which may serve 
this purpose. 

Such provisions and the role of the tax treaties from this point of 
view are explained below. 

A. Provisions of the Domestic Laws 

Risk and cost involved are main obstacles which prevent investors from 
investing abroad. The following measures are provided to reduce these deter¬ 
rents or hazards: 

(l) Reserve for Overseas Investment Loss 

Provisions for losses in capital investment in overseas develop¬ 
ing areas may be deducted as expenses. Namely, if a corporation has 
credited not more than one-half of the acquisition cost of newly issued 
stocks of specified companies to the reserve account, such amount cre¬ 
dited is deductible as long as the corporation maintains the required 
ratio of the issued capital stocks of such specified companies. 
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a. The required ratio of stock ownership is 10 J! or more 
with respect to an overseas 'business company and 1% 
or more with respect to a foreign investment company. 

b. The amount credited to the reserve may be held for 
five years but one fifth shall be added back to in¬ 
come from the sixth year to the tenth year after be¬ 
ing credited. 

c. The specified companies consist of the following two 
types: 

(i) "Overseas business company" 

a company which has its head or main office in 
a developing country 
(ii) "Foreign investment company" 

a company, which its head or main office in Japan 
which ,is created for the purpose of making investment 
in "overseas business company" and is designated under 
Cabinet Order as making on important contribution to 
investment in developing countries 

(2) Reserve for Petroleum Development Investment Loss 
Provisions for losses in capital investment in petroleum resource 
areas may be deducted as expenses. Namely, if a corporation has cre¬ 
dited not more than one-half of the acquisition cost of newly issued 
stocks of specified companies to the reserve account, such amount cre¬ 
dited is deductible. 

a. The amount credited to the reserve may be held for 
five years but one-fifth shall be added back to in¬ 
come from the sixth year to the tenth year after be¬ 
ing credited. 

b. The specified companies consist of the following two 
types: 

(i) "Petroleum development business company" 

a company which is created solely for the pur¬ 
pose of petroleum development (exploration, develop¬ 
ment and exploitation) and whose "actual activity is 
limited to exploration. 

(ii) "Petroleum development investment company" 

a company which is created for the purpose of 
making investment in "petroleum development business" 
and whose foundation has not been established yet 
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(3) Special Deduction of Overseas Technical Service Transactions 
A special deduction is allowed with respect to income derived 
from overseas transactions of technical services, which may he of use 
for the development of developing countries, c.g., 70 % of the pro¬ 
ceeds from the alienation of patent, Know-how, etc. for foreign 
currency. 

B. Tax Treaty and Foreign Investment 

A tax treaty obviously creates a favorable climate for the foreign 
enterprises. Significantly, the following provisions provide incentives 
to investors: 

(1) Reduction (or exemption) of tax on investment income 
Reduction (or exemption)of tax investment income (interest, 

dividends and royalties) in the source country may encourage invest¬ 
ment from abroad. 

(2) Tax oparing credit 

Most of the conventions concluded by Japan have "Tax Sparing 

Credit" clauses, which ploy an important role as an incentive. 

(Note) Nine of the thirteen conventions concluded with 
developing countries have tax sparing credit 
clauses. 


« * # * * 
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ECONOMIC DEVELOPNENT AND INVESTMENT IN JAPAN 

Jt is said that the economic growth of Japan has mainly arisen out of 
private investment. In this session of the current conference we are sup¬ 
posed to discuss incentive measures for investments and from this view 
point I would like to explain the process of our economic growth as well 
as the results of its factor analysis in connection with investment. 

I. Introdu ction 

Our economy in the post-war period has grown at a fairly high rate. 

The average growth rate of GNP in real terms was eleven per cent from 1961 
to 1968, which was considerably high compared with **.8 per cent in the U.S., 
5.5 per cent in France, 3.3 per cent in India and 8.5 per cent in Korea. 

While effective demand is indispensable for economic growth, investment 
is not only the main component of demand but also an important factor for 
stimulating the growth potential through its function as an accelerator 

The investment for plant and equipment has increased quite rapidly; for 
instance, the figure of 1969 (36.1 billion dollars) was about 13.5 times 
larger than that of 1955 (2.7 billion dollars), which was higher than the 
growth rate of any other components of demand in this period such as about 
7 for GNP, 6.5 for government expenditure and 5.6 for personal 
consumption. 

Moreover, the ratio of private investment to GNP was 23.1 per cent in 
1967, which was fairly high in comparison with that in foreign countries 
such as 13.5 per cent in the U.S.A., 18.8 per cent in West Germany, 12.8 
per cent in the Republic of China and 16.U per cent in Korea. 

For the above reason the growth of our economy has been evaluated to 
be mainly a pattern of growth owing to private.* investment. Such an invest¬ 
ment for plant and equipment may be characterized depending on the following 
periods. Hereafter I would like to clarify the variety of investment in con¬ 
nection with the economic growth based on the time-series data. 
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A. The First Period (19^5-50) 

The resources were concentrated on developing the key industries 
such as coal and iron with the recognition of the importance of re¬ 
constructing the fundamentals of the economy* 

B. The Second Period (1951-55) 

To bridge the gap between the shortage of supply and the strong 
demand including the increase of exports under the Korean War, in¬ 
vestment was directed both to the enlargement of the production of 
the key industries such as iron and steel, electricity, marine, coal, 
fertilizer, etc. and to strengthen the international competitive 
power by rationalization. As a consequence, by the end of this 
period the fundamentals of industrial structure were moved gradually 
from light industry to heavy industry and the economy recovered up 
to the pre-war level as many of the economic indices show. 

C. The Third Period (1956-63) 

Supported by the "technological innovation" and the "revolution 
of consumption pattern ', private investment increased quite rapidly; 
for instance, 21.3 per cent was the ratio of private investment to GNP 
in the 1961 fiscal year which has been the highest figure up to the 
present. 

The characteristics of the investment during this period can be 
summarized as follows: 

1*. First, new technology which was introduced from abroad 
gave an impetus to the development in new areas of industry 
such os automobile, oil refinery, synthetic fibre, oil che¬ 
mistry and electronics industry. 

2. Secondly, drastic change of the consumption pattern caused 
rapid increase in investment in the durable consumption goods 
industry. In other words, the increase in income of farmers 
and employees owing to the modernization of society caused not 
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only an increase in demand but also a change in the nature of 
demand, which moved to durable consumer goods such as refrig¬ 
erators, washing machines, cameras, etc* Further, it is worth 
noting that the "National Income Doubling Plan in Ten Years" 
announced in November, i960 gave the people the confidence in 
the potential growth of the Japanese economy and encouraged 
increased investments. 

D, The Fourth Period (19614-70) 

The liberalization of trade, foreign exchange and capital transac¬ 
tions has been done along the line of economic internalization in the 
world and the qualitative aspect of the economy was emphasized to 
solve the various questions behind the high economic growth, such as 
relative scarcity of social capital, shortage of labor force, environ 
mental pollution, and so on. Accordingly, large scale investments have 
been made continuously, especially in the oil, iron and steel industries 
also, investments to prevent pollution were undertaken to cope with the 
new economic environment as above mentioned. 

It may well be added that investments for housing have increased 
as a result of the centralization of population in urban areas, mini¬ 
mization of the size of the family and demand for building better houses. 

II. Factors to P r omote Investment 

A. Economic and Social Factors 

It is most important to look at the analysis of factors of the 
economic growth of Japan and how an increase in private investment has 
contributed to such growth. 

Judging from the short history above mentioned, it might be said 
that the Japanese economy was just at the stage of innovation of 
technology. 

The following factors among others con be cited as those which 
contributed to increase in investment in connection with the innovation 
in technology: 
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1* First, aggressive enteroreneurs cnne in the competitive 
market and resulted in the disappearance of the conservative 
financial clique mainly due to the anti-trust regime. More¬ 
over, what is called the "catch-up" spirit in advanced 
countries, brought forth such entrepreneurs, thus stimulating 
investment and the introduction of foreign technology. 

2. Secondly, there existed plenty of skilled labor with 
dedicated working spirit and a high level of education. A 
flexible and movable framework of society, it was 3aid, pro¬ 
duced such a labor force which enabled to increase production 
with new technology. 

3. It should be noted that labor-saving investment increases 
in order to cope with labor shortage and this new situation 
opened the way for liberalization of trade and foreign exchange. 
h. Further, it may also be added as a new factor, that invest¬ 
ment for preserving the environment, as a counter-measure 
against pollution has increased. 

Economic growth without causing inflation could be real¬ 
ized owing to a large demand for investment, mainly made by 
private savings. This high saving'ratio* can be explained 
first, by strong incentives for saving owing to less accu_ 
mulation of private fortunes and, secondly, by the Japanese 
tradition of saving. 


NOTE: Japan joined the IMF as what is called "Article 8" 
country in 196U. The number of limited import items 
is scheduled to decrease to 1*0 (currently 80) by 
September this year. 

*In 1967, the saving ratios of several countries are as 
follows: 

Japan 21.6 per cent 

U.S.A. 7?7 per cent 

West Germany 13.^ per cent 

Thailand 17.7 per cent 

Korea 3.3 per cent 



B. Fiscal and Monetary Policy in Connection with the Promotion of 


Investment 

The high economic growth of Japan is due not only to a suitable 
fiscal policy as a tool of demand management but also to fiscal 
and monetary policies which created an environment conducive to * 
investment. Let me explain this point in more detail. 

1 . Fiscal Policy 

In the first place, a balanced budget contributed 
to the control of consumption and the promotion of investment 
in the private sector. In the post-war period, we applied a 
balanced budget as a principle, though we have issued nation¬ 
al bonds since 1965. Under this principle, the size of the 
budget was kept within reasonable limit3 and taxes were ef¬ 
fective in restraining private consumption. For this reason, 
the balanced budget played a significant role in the promo¬ 
tion of investment as a basic character. 

In the second place, the ratio of the expenditure for 
public investment to the total public expenditure was fairly 
high. Such ratio in 1969 was 39.5 per cent, higher than that 
in the prewar period (193*4 to 1936, 1*4.7 per cent on the ave¬ 
rage) and that in foreign countries. 

In the third place, several steps were taken in order 
to promote capital saving from the viewpoint of tax policy. It 
ic desirable that taxation in harmony with the principle of 
equity should give incentives for the growth of private econo¬ 
mic activity especially capital savings. Thus, the following 
steps con be pointed out in accordance with the above-mentioned 
objectives in our tax system’. 

a) In the first place, the depreciation method has 
been improved since World War II. 

The revaluation of properties was undertaken as an 
initial step for this purpose. Such property revaluation 
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since 1950 has resulted both in the mitigation of the 
tax burden on nominal business profits or capital pains 
during the inflationary period of Japan and in the pro¬ 
motion of capital savings. The effect of thin deprecia¬ 
tion measure in the 1950*3 can be shown by the increase 
of the depreciation ratio to GNP from 5.2 per cent in 
1950 to 10.h per cent in i 960 . 

As for the second step, useful life in legal terms 
has been shortened already three times since the war. 

This measure is said to have contributed to self-control 
of the outflows of business profits compared with the 
reduction of corporate income tax rates in general and, 
as a consequence, has provided greater incentives to 
enlarge gross savings. In addition, reduction of the 
legal useful life provided the investment incentives to 
business through minimization of the investment risk by 
facilitating the recovery of costs and through postpone¬ 
ment of taxation. 

b) In the second place, the measure for promotion of 
retained earnings was undertaken for the purpose of 
increasing equity capital. Most of the funds for invest¬ 
ment (for the purpose of business growth) in Japan owe 
much to indirect sources. For your reference, the ratio 
of internal capital was 21.7 per cent in 1967, which was 
fairly low compared with 58.2 per cent in the U.S.A., 57.2 
per cent in the U.K. and M.3 per cent in West Germany, 
From the viewpoint of minimum predictable profit ratio 
which is necessary for investment, such a ratio of Inter¬ 
nal capital is lower than that of outside capital. Along 
with these lines the promotion measure on retained earnings 
stimulated investment through the various tax-free reserve 


measures. 



c) In the third place, the reduction of commodity 
taxes on the new products should be noted. 

Taxation 0 f newly produced durable consumer goods 
could be postponed, or a reduced tax rate was sometimes 
applicable to these goods. The investment has been sti¬ 
mulated as a result of the enlargement of the production 
scale and reduction of the cost by the beneficial tax 
measures on these new durable consumer goods whose price 
elasticity of demand is fairly large. 

In the area of consumption tax, the other iaportsnt 
measures which have promoted investment and the gasoline 
tax and the light-oil tax started in 19^9. It is re¬ 
cognized that the revenue from these taxes were product¬ 
ively used for the snecific purpose of improvement of 
roads, thus stimulating private investments through 
the betterment of transportation as well as improvement 
of industrial conditions in general. 

2. Monet ary Policy 

The Japanese government has established a low in¬ 
terest policy consistently for the purpose of strengthe¬ 
ning the competitive power of the enterprises in the 
domestic and international markets, which has evidently 
stimulated investments. Thi3 has been supplemented by 
financial assistance by the governmental financial insti¬ 
tutions . 

3. Others 

Although it was already mentioned that the intro¬ 
duction of the foreign technique has played a significant 
role in our economic growth, it should be necessary to 
add that this introduction has been smoothly done by the 
guarantee of remittance under the foreign capital law. 
Under this law the government guarantees the amount of 
remittance in return for the foreign technique after the 
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authorization of the introduction of the technique 
although such on introduction is carefully examined be¬ 
forehand on the basis of the effect of the effect of the 
technique to the national economy as well as the appro¬ 
priateness of the amount of remittances. Accordingly, 
such a guarantee would strengthen the confidence cf the 
owner of the foreign technique and would facilitate the 
offer of these techniques to our country to the maximum 
extent. 

For the second part, it may be permitted to summa¬ 
rize the relation between the introduction of foreign 
capital and economic growth. 

The foreign capital has contributed to our economic 
growth by supplying an additional source of investment 
finance to the enterprise. For instance, since 1950, the 
year of the enactment of the foreign capital law, up to 
1968, $7.79 billion of foreign capital was introduced, 
of which more or less, ten per cent was for direct in¬ 
vestment and the r^st for indirect investments , such as 
loans, security investments or foreign credit; specifically, 
the amount of lonn3 was over fifty per cent. The effects 
of the introduction of foreign capital are as follows: 

Firstly, by raising the level of the international 
balance of payments it facilitated the enlargement of 
the scale of the economy. 

Secondly, the borrowings from the World Bank and theE^T^’ 
Iaport Bank of the U.S. during the reconstruction period 
after the War were directed mainly to the key industries 
in spite of shortage of financial liquidity and, as a 
consequence, helped improve the fundamental economic con¬ 
ditions of Japan. 

Moreover, the investment for plant and equipment can 
be accelerated by moderating the rigidity of the supply 
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of and the demand for domestic finance as a result of 
the high economic growth* 

As above mentioned, the introduction of foreign 
capital has contributed to economic growth especially to 
the development of the basic industries of Japan. The 
ratio of foreign capital to gross domestic capital for¬ 
mation was not necessarily large, say, 3.8 per cent and, 
therefore, I can conclude that our economic growth was 
supported basically by the high ratio of savings in the 
private sector. 

As all of you nay recognize, our economy has 
achieved a high growth rate initiated by domestic private 
investment in cooperation with international economy but 
in recent years are confronted with various diffic¬ 
ulties such ns price increase, environmental pollution 
and distribution of the population in the urban and ru¬ 
ral area. To overcome these difficulties the coordina¬ 
tion of the private and public sector ho3 to be request^ 
ed and especially the public finance has to ploy a great- 

17 

er role for the systematic development of the land and 
the improvement of the environment for comfortable livinc. 

II. Economic Cooperation with the Developing Countries 

(So for I have introduced the various factors of our economic 
growth and hereafter I would like to present our position on eco¬ 
nomic cooperation with the developing countries.) 

It may be needless to say that economic aid on a governmental 
basis will play an important role in the economic development of 
these countries but it may as well be emphasized that private in¬ 
vestment from abroad will also contribute towards this end 
through the expansion of employment, improvement of the industrial 
structure, raising the level of technology, and the stabilization of 
the international balance of payments position. 
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In this connection, I would like to explain tax measures among 
others as well as the important role of tax conventions with deve¬ 
loping countries. 

In the first place, tax measures on reserves for the loss of 
overseas investment (and reserves for the loss of investment for 
exploitation of petroleum) and special deduction from income in 
connection with overseas technology should be emphasized. The 
former measure allows the creation of a tax-free reserve within 
the amount of fifty per cent of the acquisition cost of newly is¬ 
sued stocks of specified companies to help offset the less which 
may be caused by the reduction of the price of shares. Thtis mea¬ 
sures aim at reducing the risk of the enterprises which invest 
abroad. 

The latter measure allows the deduction as necessary expense 
of a certain ratio of the proceeds derived from overseas technical 
service transactions. For instance, in the case of the alienation 
of patent right, seventy per cent of the proceeds is deductible. 
Tliis measure is expected to increase the export of technology to 
the developing countries. 

In the second place, the role of tax conventions should be 
noted in this connection. 

The existence of tax conventions will create a favorable cli¬ 
mate for enterprises. Specifically, the provisions on investment 
income and tax sparing credit in tax conventions, will surely con¬ 
tribute to promote investments. 

With regard to the former, the reduction of the rate on in¬ 
vestment income at the source country would directly provide in¬ 
centive to investment. The effect of this measure can be clearly 
seen especially in the case of interest income. 

As for the tax sparing credit clause, the amount of income 
which was actually reduced or exempted from tax due to the incen¬ 
tive measures under the domestic law in developing countries is 
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treated to have been paid there without any reduction or exemption 
and is considered as a foreign tax credit in computing the Japanese 
corporation taxes (and personal income taxes). Needless to say, 
this measure will play an important role as an incentive to invest 
in developing countries. Nine of thirteen conventions of Japan 
with developing countries (including those not yet signed) contain 
this tax sparing credit. 

Although Japan has reached at present a higher level of eco¬ 
nomic development, it is faced by grave problems such as environ¬ 
mental pollution, shortage of manpower, urgent need of development 
in the public sector to meet the rapid expansion of the private 
sector, etc. We all have to undertake saving for capital forma¬ 
tion and make strenuous efforts to cope with urrent needs for in¬ 
vestment through our own determination, in order to sustain econ6- 
mic development. 

The member countries which have sent their distinguished dele¬ 
gates to this meeting, are also facing tremendous needs for invest¬ 
ment in accordance with uheir econooic development programs, though 
each country stands on a different stage of development. In summing 
up, countries either developed or developing should continue to do 
their best for the promotion of further economic development through 
their own efforts os well as with the cooperation of member countries. 

Thank you. 


# # # # # 
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SGATAR/POSP: LAOS 

POSITION OP THE ROYAL GOVERNMENT OP LAOS REGARDING FISCAL 
INCENTIVES FOR INVESTOENTS 


I. INTRODUCTION 

It is with the greatest pleasure that the Royal Government of Laos 
Joins with other friendly countries of Asia to undertake a concerted study 
of fiscal incentives for development during this Technical Meeting of the 
Study Group on Asian Tax Administration and Research which is being held 
in Manila from the 15th to the 21st of February 1971. 

In order to give a new impetus to the development of sound economic 
activities, the Royal Lao Government recently promulgated an "Investment 
Code 1 ' which defines the policy to be followed on guarantees to investments, 
the rights and obligations involved as well as the various ways in which 
investment may be granted these advantages. 

Of course there was well before the promulgation of this Code by 
Royal Ordinance No. L5 dated 27 February 1970, a stated policy for 
encouraging and accelerating the pace of development. But Government 
action under the previous system lacked coordination and was admittedly 
rather limited in its appeal. Particularly deplorable was the scattering 
of legislations in a dozen different documents, the multiplicity of respon¬ 
sible authorities and the excessive formalism certain to discourage all 
sources of potential investments. 

One of the merits of the current Code is that it has actually ration¬ 
alized and simplified a bewildering array of miscellaneous regulations 
into a single Charter conceived in such a way as to maximize the chances 
of productive invectments. 

Principles of the Investment Code . 

The Code is intended to be liberal and contains nothing really 
constraining or imperative. It merely invites and encourages initiative. 

It offers to anyone who is willing to invest capital in developmental acti¬ 
vities, fiscal advantages and other benefits. It clearly illustrates the 

principle of "directed liberalism’ 1 which characterizes the basic policy 
of the Government in economic development and planning. 
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It contains, furthermore, certain sinilarities to the Code3 of 
neighboring countries such as Thailand, Cambodia and South Vietnam and 
also bears resemblance to those of other developing countries such as 
Burundi and Madagascar. 

Furthermore it encompasses at this point on experimental character, 
that of a relatively new instrument in the service of our policy of deve¬ 
lopment which will no doubt need to be modified, adopted and perfected 
in the light of experience. 

II. FISCAL INCENTIVES TO PROMOTE DOMESTIC AND FOREIGN INVESTMENT 

The Investment Code defines the various forms of incentives envisaged 
and summarized - in fact, the overall policy of the Royal Lao Government 
on this subject. 

It should be observed that the Code establishes in practice no des- 
crimination between foreign nationalities, nor between foreigners and 
nationals. It guarantees in particular to -ill foreign persons and incor¬ 
porated businesses freedom to invest capital, freedom of entry or removal, 
equality before the law, even facilities for repatriation of capital and 
profits. 

Installation on the territory of the Kingdom of economic activities, 
either through formation of new enterprises, or through extension of exist¬ 
ing enterprises, may be performed in one of three ways: by convention, by 
agreement or by common law. 

Conventions and agreements are in general 5 years in duration, at 
the end of which they may, upon recommendation of the National Commission 
on Investments, be cancelled, extended or modified for a maximum of 5 years. 

There exist many substantial advrntages common to both procedures - 
they include, in varying degrees, reduction of or exoneration from the 
registration tax, the tax on income from securities, the real estate tax, 
customs duties and taxes, tariff protection, a variety of facilities vii* 
respect to immigration, banking facilities, roads, preferential Government 
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purchases* and, subject to certain conditions, possible exemption from the 
corporate profits tax or the general income tax on all revenues. 

Convention beneficiaries, the more favorable arrangement, also receive 
for the life of the Convention, stabilized tax rates, exemption from in¬ 
dustrial and commercial profits without re-investment obligation, and ex¬ 
emption from sales taxes. 

It is apparent, therefore, that these incentive provisions combine 
several techniques, namely, exoneration from or reduction in direct taxes,' 
total or partial exoneration from indirect taxes, and tariff protection. 

Such as it is, the Code does not exhaust the range of fiscal techni¬ 
ques available for encouraging private investments. In particular, no 
provision has been made for various methods of accelerated depreciation 
(after deduction of an initial allowance), or for investment subsidies 
(investment allowances). 

Progressively, in accordance with needs, improvements and necessary 
additions will be made to our investment Code which is known to be of 
recent origin and must survive the test of experience. But already it 
has resulted in seven enterprises currently being created or extended 
through joint use of domestic and foreign capital invested under very 
favorable conditions and amounting to more than one billion and a half 
Kip. 

Outstanding among these developments ore a factory for wood process¬ 
ing, a brewery and ice plant, a textile mill, a detergent factory, a phar¬ 
maceutical laboratory and extension of a mining company. 

III. PROBLEMS OF TAX ADMINISTRATION RELATING TO THE OPERATION OF FISCAL 
INCENTIVES 

Laos has opted for a policy of fiscal incentives and, therefore, 
grants tax holidays. In doing so, it is perfectly well understood that 
for the time being, temporary revenue losses must be accepted. This 
necessary sacrifice is painful to a country like Loos which lacks re¬ 
sources but has enormous needs. It is costly to consent to exoneration 
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after exoneration while simultaneously draining all it can from its re¬ 
venues from import tariffs and sales taxes imposed on the same imports. 
However, this must not he regarded as a favor by the Government hut rather 
as an essential condition for developing a favorable climate for economic 
growth. The hope of public authorities is that these temporary losses to 
the treasury will sooner or later be compensated by contributions to 
national revenues from infant industries. 

The country, nevertheless, faces real difficulties for it must simul¬ 
taneously finance current operating expenditures which are relatively high 
and provide for economic and social infrastructure investments which do 
not and cannot attract private initiative, and relinquish at the same time 
a significant proportion of its fiscal revenues in the form of investment 
incentives. Unfortunately, there is also a great amount of war damage 
which imposes additional burdens on the Government. It is the price of 
these tremendous difficulties that the Lao Government pursues its develop¬ 
ment policy, heavily endowed with foreign aid which provides a modicum of 
respite to reorient and build its economy on a sound base, although the 
ultimate goals of self-sufficiency and economic independence quite obvious¬ 
ly are not within easy reach. 

The concern with preserving budgetary revenues leads it to surround 
itself with guarantees and to seriously study proposals which are presented 
to the National Investment Commission. As outlined in the Investment Code, 
businesses would not qualify for special treatment unless a number of 
stringent conditions are complied with. It is the Government policy to * 
favor only firms that could, among other things, offer appropriate gua¬ 
rantee, both financially and technically, market its products locally and 
in export markets in a competitive way, plan to use raw materials of local 
origin, contribute to the improvement of the balanee of trade either by 
reducing imports or by increasing exports, create additional: Job opportu¬ 
nities, etc. 

It is obvious that fiscal incentives provide only one of the condi¬ 
tions, and not necessarily the most important condition, for success in 
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creating industrial rootB. These incentives vould he inoperative, futile 
and costly to the Government if other economic and financial factors dis¬ 
courage or impede profitable operations. In this regard dynamic enter¬ 
prise, market conditions, economic and social environment might, under 
certain circumstances, play a more important part in decisive action than 
a mere policy of fiscal incentive. It would be quite useless to assist 
by means of fiscal incentives enterprises which, without these, would 
have been established with the initiative of their promoters alone. It 
is unfortunately very difficult to distinguish such enterprises in advance, 
just as it is to evaluate the* fiscal losses which will not be compensated 
by future productivity gains. 

Similar concern for preserving etato revenues has led us, moreover, 
in practice, to reduce from 5 to 3 years the effective duration of the 
advantages granted to certain enterprises, particularly when this re¬ 
duced protection does not appear to necessarily compromise their profita¬ 
bility. This period of 3 ycar3 constitutes, nevertheless, a minimum period 
in which an enterprise con be organized, its costs amortized and for it 
to become profitable. In most cases, however, advantages arc granted for 
five years. Extension of the advantages beyond five years is exceptional 
and is only granted after an inquiry into the amount of long life equip¬ 
ment and industrial installations with deferred return. On the whole, we 
believe that a very short exemption period would provide no incentives for 
firms. Conversely, to extend the period to 25 or 15 years as do Panama and 
Italy for example, would amount under our particular conditions to granting 
unnecessary privilege to perpetuate non-competitive production or, what is 
even more serious, to tolerate comouflaged excessive profits,. 

But as far os possible our principle is to assure Lao and foreign 
investor alike advantages at least equal to those which they could obtain 
elsewhere. 

Under our economic and social development plan, we particularly 


encourage: 



— industries for processing agricultural produce directly related 
to the essentially agricultural structure of the Lao economy; 

— substitution industries intended to limit as much as possible, 
the importation of foreign products similar to local products 
in the manufacture of which will be incorporated an increasing 
amount of raw materials of local origin; and 

— mining and forestry industries. 

It would be interesting to study, on a regional or subregional 
basis, the economic conditions of neighboring countries so as to identify 
as precisely as possible, the needs of each, and to encourage particular¬ 
ly complementary rather than competitive industries. This policy would 
have the additional advantage of knitting new commercial ties between 
neighboring countries, prelude to a real economic integration. This 
specialization within intra-regional trade would provide greater oppor¬ 
tunities for complementary installations since the creation of industries 
under the sole protection of customs walls can turn out to be ineffective 
for countries like ours with long frontiers extending over several thou¬ 
sands of kilometers which are porous and easily breached by smuggling. 

With regard to foreign capital it is not without interest that we 
should harmonize our policies and develop a common approach to these 
kinds of incentives. For a policy of fiscal immunity accompanied by super¬ 
bidding between the less developed countries to attract foreign capital 
runs the risks of turning against these same countries, without yielding 
any advantage. It would be necessary also that these foreign installa¬ 
tions do not constitute veritable enclaves within developing countries, 
linked to the outside without direct contribution to the host country 
and incapable therefore, of providing the least training effect useful 
for accelerating economic development. 

In all our interventions, emphasis should be placed as much if not 
more so, on methods and techniques (Tax Administration^ els on problems of 
fiscal policy. It is well known that laws are no better than those who 
apply them. Sometimes what one does is less important than the manner in 



which it is done** This point merits thought because, to be quite frank, 
there are few countries so far which have the good fortune of having 
achieved a satisfactory degree of competence and integrity within their 
fiscal organizations. NeverthelesS| this is an absolutely irrefutable 
condition for the success of a policy of fiscal incentives based on 
tariff protection, exonerations and tax reliefs of all kinds. 

IV. EXCHANGE OF INFORMATION 

The Government will favorably receive any suggestions intended to 
organize, between as, exchanges of information and contacts on fiscal 
questions including statistics, economic and legal studies. 

It is ready to contribute to its utmost and to participate in con¬ 
ferences and seminars which may be organized in the future. It would 
like to suggest to the organizers and promoters the use of Y’ench as a 
working language in addition to English in order to attract fuller parti¬ 
cipation by representatives of French-speaking nations in the area. 

The Royal Government supports the concept of a permanent Body under 
the title of Clearing - House or perhaps the even more informative title 
lnter-tax with a view to achieving an organized and lasting cooperation 
between its members and preventing all that will have been accomplished 
here during the next few days from being submerged and forgotten. Poss¬ 
ible difficulties in the choice of headquarters for this organization as 
well as the financing of its operating expenditures should not create 
insuperable obstacles to the establishment of this Institution, 
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SGATAR/POSP-MALAYSIA 

FISCAL INCmTVES FOR INVESTMENT IN MALAYSIA 

3^ Fiscal incentives to encourage the establishment and development 
of industrial and commercial enterprises in the then Federation of Malaya 
were first introduced by the promulgation of the Pioneer Industries (Re¬ 
lief from Income Tax) Ordinance, 1958. The incentive offered were by 
way of relief from income tax. With effect from 1968, the law was repeal¬ 
ed and substituted by the Investment Incentives Act, 1968, which extends 
throughout Malaysia. 

2. The Incentives Act, 1968 , incorporates the framework of the repealed 
Ordinance and various improvements were introduced in the light of past 
experience. The scope was also extended to non-manufacturing industries 
and to encourage the promotion of exports. 

3. The incentives offered by the Act are - 

(i) Pioneer Status 

Relief from income tex and payroll tax 

(ii) Investment Tax Credit 

Relief from income tax of an amount equal to the 
investment tax credit 

(iii) Export Incentives 

(a) Double deduction of export promotion expenses 

(b) Accelerated depreciation allowance 

(c) Export allowance 

(d) Payroll tox exemption 

(iv) Hotel Industry Incentives (Legislation being introduced) 

(a) Pioneer status, or alternatively, abatement of 
chargeable income 

(b) Hotel accelerated depreciation allowance on plant 

(c) Industrial building allowance. 

The provisions for the various incentives are explained in the following 
paragraphs. 



Pioneer Status 


Tax relief / 4. The tax relief period of a pioneer company shall begin on 
period / 

' production day and continue for 2 years. Thereafter, it m’jy he 


extended as follows: 


Where the tax relief If fixed capital Tax relief period is 
period is - expenditure extended to - 

_ incurred is - _ 

2 years not lesc than $250,000 3 years) 

2 or 3 years " " " $500,000 k years Induction 

2, 3 or h years " t( n $1,000,000 5 years)day 

* 

The extension of tax relief period is made on the direction of the 
Minister of Finance if he is satisfied that the company has in¬ 
curred fixed capital expend!ture of the required amount by the end 
of the year following the end of the tax relief period, "Fixed 
capital expenditure" means capital expenditure incurred on the com¬ 
pany * s pioneer factory, plant, machinery or other apparatus used 
in Malaysia in connection with and for purposes of that factory or 
its pioneer enterprise. 


Further The Minister of Finance 3hall direct that the tax relief 

extension 

of tax period shall he further extended by one year if he is satisfied 

relief 

period that, by the end of the year following the end of the tax relief 

period, the company - 

(a) has a pioneer factory in operation in a development 
area; or 

(b) produces in marketable quantities any priority manufac¬ 
tured product, or has established any priority induet ry ; 
or 

(c) incorporates in its manufactured product (if any) the 
required percentage of Malaysian content. 

More than one extension shall be given if the conditions appro¬ 
priate to each extension art' fulfilled but the total of all ex¬ 
tensions shall not exceed 3 years. 
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Capital 

Allowances 


Payroll tax 
exemption 


Carry forward 
of loss 
incurred in 
tax relief 
period 


5. The income of a pioneer company during its tax relief period 
shall he ascertained without making any deductions for capital 
allowances. Capital expenditure incurred on any asset during the 
tax relief period shall be deemed to have been incurred on the day 
following the end of the tax relief period. Where a loss is'in¬ 
curred for the whole of the tax relief period, notional capital 
allowances shall be calculated for each year of assessment con¬ 
cerned, and the aggregate of such notional allowance shall be al¬ 
lowed as deduction for the first year of assessment after the end 
of the tax relief period. The residual expenditure shall then be 
deemed to have been incurred on the day following the end of the 
tax relief period thus qualifying for annual allowances (but not 
initial allowances) in respect thereof. Where an asset is used 
partly for pioneer and partly for non-pioneer activities, there 
shall be allowed a portion of the capital allowances which is 
reasonable, having regard to the use for non-pioneer purposes. 

6. The income of a pioneer company during the tax relief period 
shall be exempt from income tax and subject to any conditions 
which may be specified in the pioneer certificate. Dividends 
paid out of exempt income shall be exempt from tax in the hands 

of shareholders. Where any exempt dividend is received by a share¬ 
holder who is p. company, any dividend paid by that shareholding 
company to its shareholders shall also be exempt from tax in the 
hands of those shareholders. 

7. During the tax relief period, a pioneer company shall be 
exempt from payroll tax in respect of its employees engaged in 
the production cf its pioneer products. /Note - With the repeal 

of payroll tax as from 1971, the exemption is no longer necessary^/ 

8. Where a loss has been incurred for the whole of the tax relief 
period, the amount of the loss shall be carried forward and treated 
as if it had been incurred in the post pioneer period in the year 
of assessment in which a new business is deemed to have commenced. 
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Investment 
Tax Credit 
not less 
than 25* 


Additional 

Investment 
Tax Credit 


Exemption 
of income 
and divi¬ 
dends 


Where there is any income which is not exempt from tax, the loss 
shall he set off against such income and the loss remaining (if 
any) shall he carried forward. 

Investment Tax Credit 

9. Where a company (other than a pioneer company) has in the 
basis period incurred capital expenditure on a factory, plant, 
machinery or other apparatus used in Malaysia for purposes of an 
approved project, there shall he given for that year of assess¬ 
ment an investment tax credit of an amount (not being less than 
25* of that expenditure) approved by the Minister of Finance. 
Where the company, for purposes of the project - 

(a) has a factory in operation in a development area; or 
(h) produces in marketable quantities priority manufac¬ 
tured product or products, or establishes any priority 
industry; or 

(c) incorporates in its manufactured products (if any) the 
required percentage of Malaysian content. 

there shall be given on additional investment tax credit of 5* of 

that expenditure for each of the conditions which is fulfilled in 

that basis period. 

t 

10. The credit shall be given only for the year of assessment in 
the basis period for which the capital expenditure was incurred, 
and shall not be given in respect of expenditure incurred more 
than 5 years after the beginning of the basis period in which the 
project was approved. Where a credit is given for a year of as¬ 
sessment, so much of the adjusted income for the basis period for 
that year of assessment as is equal to the amount of the credit 
(or the aggregate thereof) shall be exempt from income tax for 
that year of ossessmen- Dividends paid out of exempt income 
shall be exempt from tax in the hands of the shareholders in the 
same manner as dividends paid by pioneer companies. 
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Credit 

carried 

forward 


Approval 


Deductions 
for promo¬ 
tion of 
exports 


11. Where due to insufficiency or absence of adjusted income for 
the basis period for a year of assessment, effect cannot be given, 
or given in full, the balance of the credit shall be deemed to be 
a credit for the first subsequent yecr of assessment for the basis 
period for which there is adjusted income, and so on for subsequent 
years until the company has received the whole of the credit. 

12. The project must be approved by the Minister of Commerce and 
Industry with the concurrence in writing of the Minister of Finance. 
Any approval may be given subject to conditions and may be withdrawn. 

Export Incentives 
Export Promotion Expense s 

13. Under the Income Tax (Promotion of Exports) Rules, 1968, an 
approved company shall be allowed any outgoings and expenses in¬ 
curred during the basis period primarily and principally for seel¬ 
ing opportunities, or in creating or increasing demand, for the 
export of goods manufactured, produced, assembled, processed, packed, 
graded or sorted in Malaysia by that company. The allowable ex¬ 
penses are those in respect of - 

(a) advertisement in newspapers, trade Journals and 
similar publications published outside Malaysia and 
Singapore, or for broadcasts over radio or television 
operated outside Malaysia end Singapore; 

(b) free samples to customers outside Malaysia; 

(c) export inarluo re^etrcli cr export marketing information; 

(d) preparation of tenders for supply of goods outside 
Malaysia; 

(e) fares for overseas travel by an employee to negotiate 
or conclude contracts for sale of goods*, and a sun not 
exceeding ^500 for accommodation and sustenance for 
each trip; 

(f) technical information to persons outside Malaysia 
relating to goods offered for sale. 
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Double 

deduction 


Pioneer 

company 


Primary 

commodity 

excluded 


Accelerated 

depreciation 

allowance 


Approval 


Export 

allowance 


The deductions allowed shall be in addition to any deduction al¬ 
lowable for income tax purposes. 

ll*. In the case of a pioneer company, no deduction shall be made 
during the tax relief period. The allowable deductions shall be 
accumulated and allowed for the first basis period in the post • 
pioneer period. 

15. The rules shall not apply to the business of exporting any 
primary commodity. 

Accelerated Depreciation Allowance 

16. Where a company has in the basis period incurred qualifying 
plant expenditure in order to modernize its production technique 
at an existing factory or to set up a modernized factory, an ac¬ 
celerated depreciation allowance shall be given for that year of 
assessment and subsequent years of assessment. The accelerated 
depreciation allowance shall be h0% of the residual value of th 
asset and shall be in substitution for any annual allowance. The 
company must be resident in Malaysia, the asset must be in use at 
the end of the basis period, and in the basis period the company 
must have exported more than 20% (by value) of its total production. 
Accelerated depreciation allowance shall not be given to a pioneer 
company, a company which has been granted on investment tax credit, 
or if the asset was used in the business of exporting any primary 
commodity. Approval 3hall be given by the Minister of Finance with 
the concurrence in writing of the Minister of Commerce and Industry 
and may be given subject to conditions. 

Export Allowance 

IT. In ascertaining the adjusted income of a company (other than 
a pioneer company) for the basis period for a year of assessment 
from a business which includes the production of manufactured pro¬ 
ducts, there shall be deducted from the gross income an amount 
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Malaysian 

materials 


Non-Resident 

company 


Registration 
of export 
manufactur¬ 
ing company 
& manufac¬ 
tured product 


arrived at as follows - 

A. Compute 20 % of outgoing and expenses incurred during 
the basis period in respect of - 

. (i) money wages paid to employees whose basic wage 
per month does not exceed $500; 

(ii) cost of Malaysian materials purchased for use 
and not resold; 

B. Ascertain - 

(i) the amount of export sales of manufactured pro¬ 
ducts for the basis period; 

(ii) the average amount of export sales of manufac¬ 
tured products for the 3 preceding basi3 periods: 

(iii) the excess of D (i) over b (ii). 

C. Calculate the total gross sales for the basis period. 

D. Compute amount of deduction by applying formula - 

18. The amount of export sales is the net amount after deducting 
carriage, insurance, freight, handling charges and trade discount, 
but excludes export sales of any primary commodity. ‘'Malaysian 
materials" means goods or materials produced in Malaysia and in¬ 
cludes power and water supplied in Malaysia and transport provided 
in Malaysia. Any goods, materials, power, water, or transport 
shall be deemed to be produced, supplied or provided (as the case 
may be) in Malaysia if more than 50% thereof by value was produced 
or provided in Malaysia or, in the case of power and water, was 
supplied by an undertaking established in Malaysia. 

19. Export allowance shall not be granted to a company which is 
not resident in Malaysia. 

Payroll Tax Relief 

20. The Minister of Commerce and Industry may register any com¬ 
pany (other than a pioneer company) as an export manufacturing 
company and any manufactured product as a registered manufactured 



- 93 - 


Refund of 
payroll tax 


Incentives 
for hotel 


Approval 
for abate¬ 
ment of 
chargeable 
income 


product. An export manufacturing company which produces a regis¬ 
tered manufactured product is qualified for a refund of payroll 
tax in the calendar year more than 20 % (by value) of its total pro¬ 
duction in that year is exported. The payroll tax paid in the ca¬ 
lendar year to be refunded shall be an amount which bears the same 
proportion to that tax as the value of export turnover for that 
year. 

[Note: With the repeal of payroll tax as from 1971 % the 
above exemption will no longer be necessary.] 
Incentives for Hotel Industry 

21. The following incentive? for the hotel industry have already 
been announced by Government and the necessary legislation is be¬ 
ing introduced to take effect from I960: 

(a) Abatement of Chargeable Income 

(b) Hotel Accelerated Depreciation Allowance on Plant 

(c) Industrial Building Allowance 

(d) Pioneer Status. 

Malaysia is divided into h areas according to the stage of develop¬ 
ment, and different incentives are given for each area. 

Aoatement of Chargeable Income 

22. A company (other than a pioneer company) resident in Malaysia 
may be approved if the hotel building or any extended or modernized 
part thereof meets the approved standard provided that approval 
shall not be given for Area A unless the hotel building or any ex¬ 
tended or modernized part thereof, is completed and open to busi¬ 
ness between 1.1.68 and 31.12.73. An approval given shall be sub¬ 
ject to the conditions that throughout the basis period for each 
year of assessment - 

(a) the hotel btrlding, including any extended or 
modernized part thereof, is maintained to the 
approved standard; 

(b) the approved standard of management and service in 
the hotel is maintained; 



(c) the approved rates for rooms and services are 
charged; and 

(d) no other business is carried on. 

Other conditions may be imposed, and any condition imposed may be 
varied or withdrawn. 


Computation 23. The amount of chargeable income of an approved company com-* 
of abate¬ 
ment of puted for income tax purposes for a year of assessment derived 

chargeable 

income from the hotel business carried on in an hotel building or any 

extended or modernized part thereof, shall be abated by an rzount 
arrived at by multiplying such chargeable income by the percentage 
specified below - 


Hotels in 
Area 


Percentage of chargeable income 
to be abated ________ 


A 

B 

C 

D 


15 * 

20 # 

25* 

30 % 


The amount so arrived at is referred to as "abated chargeable 

Modernize- income". Where an approval is given for any extended or modernized 
tion and 

extension part of an existing hotel, the amount of chargeable income to be 
abated shall be on omount which bears the same proportion to such 
chargeable income as the fixed capital expenditure incurred on the 
extended or modernized part of the building bears to the aggregate 
of the fixed capital expenditure incurred by the end of tne basis 
period. 


Abatement 2U. The abatement of chargeable income shall have effect for 1? 
for 12 years 

years of assessment commencing from the year of assessment in the 
basis period for which the business commenced in the hotel build¬ 
ing, or in the case of extension or modernization of on existing 
hotel building, from the year of assessment in the basis period 
for which such extended or modernized part was completed and opor¬ 


to business. 
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25. The amount of abated chargeable income shall be exempt from 
income tax. Dividends paid out of such-exempt income shall like¬ 
wise be exempt from tax in the hands of the shareholders. The 
provisions relating to procedure and exemption of income and divx 
dends of a pioneer company apply mutatis mutandis to the abated 
chargeable income and dividends of an approved company. 

Hotel Accelerated Depreciation Allowance on Plant 

2 6 . Where a company (other than a pioneer company) has incurred 
in the basis period for a year of assessment qualifying plant ex¬ 
penditure in respect of an asset used for an hotel business carried 
on in an hotel building, or any extended or modernized part there¬ 
of, of the approved standard situated in Malaysia, then, if and so 

i 

long as the defined authority approves the company, an hotel acce¬ 
lerated depreciation allowance shall be given for the year of as¬ 
sessment and subsequent years of assessment. In the case of any 
asset used in an hotel building or any extended or modernized part 
thereof situated in Area A, no such hotel accelerated depreciation 
allowance shall be given unless such building or extended or modern¬ 
ized part thereof is completed and open to business between 1.1.68 
a-' 31.12.73. 

f7. The hotel accelerated depreciation allowance to be given for 
a y:.ar of assessment shall be 1*0 per cent of the residual experdi 
ture relating to the asset at the end of the basis period and shall 
be in substitution for any annual allowance given under the Inccao 
Tax Act, 1967. 

28. An approval may be subject to such conditions as the define . 
authority thinks fit and may be withdrawn. 

I ndustrial Building Allowance 

29. Where an hotel building in Malt* of the approved stand 

ard or any part thereof is extended oi '.r * jd to the approved 
standard, such hotel building or such extended or modernized part 
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thereof, as the case may be, shall, notwithstanding the provisions 
of sub-paragraph (3) of paragraph 65 of Schedule 3 to the Income 
Tax Act, 1967, be deemed to be an industrial building. Hotel build¬ 
ings in Area A are not qualified. The following conditions shall 
be satisfied throughout the whole of the basis period for any year 
of assessment for which an industrial building allowance is made - 

(a) the hotel building, including any extended or modern¬ 
ized part thereof, is maintained to the approved 
standard; 

% (b) the approved standard of management and service is 
maintained; and 

(c) the approved rates for rooms and services are charged* 

In ascertaining the residual expenditure of any asset at any date 
after the commencement of the basis period for the year of assess¬ 
ment 1968, regard shall be had to any annual allowance for any year 
of assessment as if that asset had been an industrial building. 

Pioneer Status for Hotels 

30. Although the Investment Incentives Act, 1968 provides for 
hotels to be granted pioneer status, a pioneer certificate shall 
not be given in respect of an hotel or any extended or modernized 
part thereof which is situated in Area A unless such hotel build¬ 
ing or extended or modernized part thereof which is of the approved 
standard, is completed and open to business between 1.1.68 and 
31.12.73,. 

31. Where a pioneer certificate is given in respect of any ex 
tended or modernised port of an existing hotel which is of the 
approved standard, the income to be computed for each accounting 
period during the tax relief period shall be an amount which >c sri, 
the same proportion to the whole income for each such period de¬ 
rived from the hotel business a3 the fixed capital expenditure in¬ 
curred on the extended or modernized part bears to the aggregate 
of the fixed capital expenditure incurred by the end of each such 
period. 
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32. General Notification No. 2171 of I960 provides for exemption 
from customs duty on the import of machinery for the establish¬ 
ment or expansion of a manufacturing industry but not for replace- 

Customs ment. Section 14(2) of the Customs Act, 1967 enables the Minister 

duty 

exemption of Finance to grant exemption, or partial exemption, from import 

duty on raw materials or component parts imported for manufacturing 
or assembling. Products manufactured in Malaysia may be given 
tariff protection depending on the cost of production, ex-factory 
selling price and other factors. 
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SGATAR/POSP: Philippines 

fiscal iNcmmES to promote investoents 

It is postulated that Asian countries can benefit immensely from an 
enhanced knowledge of the tax structures of their neighbors and positive 
measures being taken to enable the tax system to come ut> to its full po¬ 
tential. A condition precedent for the assimilation and putting to good 
use of such information and empirical knowledge relates to the progressive 
breaking down of barriers which impede the continuous and mutually benefi¬ 
cial interchange of fiscal data and the workings of substantive, technical 
and procedural devices which have proven their intrinsic worth in other 
countries. 

It is to be noted that the labyrinthine maze of problems now confront¬ 
ing the developing nations of Asia precludes these countries from attain¬ 
ing a spurred rate of economic growth. Concededly, some of the economic 
and fiscal problems extant in a country are peculiar and obtain only in 
that country owing to the wide divergence of institutions, operational 
patterns, and even systems of government. As such, there is no common 
vein, and approaches end solutions evolved may be of limited significance 
and applicability to other nations. Nonetheless, it is quite clear that 
there can be discerned a community of national aspirations, cultural back¬ 
drop, and constraints among the countries of Asia. This renders 
it inescapable that 3ome of the approaches adopted in one country 
nay be rewardingly adopted in another. This, it must 
be remembered, can only proceed if knowledge and experiences can be shared, 
if a pooling together of talents and skill3 can be managed, for the pur¬ 
pose of allowing progress and the consequent upliftraent of the people in 

Asian countries. 

One of the areas which are of common interest is the use of fiscal 
incentives to promote investments in Asian countries. Incentives may 
take the form of inducements to enterprises and to individual investors, 
both domestic and foreign. Here, various techniques have been devised, 
impelled by the grave concern manifested by Asian nations for an increased 
level of capital formation even at the sacrifice of much-needed tax 
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revenues in the interim. It is> therefore, of vital interest to the govern¬ 
ments of Asian nations to note how other nations have fared in their quest 
of additional investments via the use of fiscal incentives. This can be 
done by comparing notes on particular mechanisms employed, the limitations 
for such devices and more importantly, the pitfalls apt to be encountered 
as well as .actually met, with a view to being cognizant of these problems 
and thus increasing the chances of averting them. Also, the effects on 
government revenue of these incentives can be ascertained. 

On the equally important aspect of tax administration as it proxi- 
mately relates to the operation of fiscal incentives, it must be borne in 
mind that substantive tax policy and tax administration constitute two 
sides of a coin. Lackluster administration can thwart even the most 
soundly conceived tax laws. In the case of the Philippines, it is usually 
the Bureau of Internal Revenue, the principal tax agency of the government 
which administers tax concession laws. However, two important lavs — the 
Investment Incentives Act and the Export Incentives Law — which grant 
substantial preferential tax treatment are administered by the Board of In¬ 
vestments. To a considerable extent, the manner in which these agencies 
administer tax concession laws would determine the attainment of the ob¬ 
jectives of these laws. 

The governments of Asian countries can ill afford a too liberal grant 
of tax concessions considering their exacting revenue requirements. Nei¬ 
ther can these governments sustain an inordinate erosion of the tax base 
which can come about with lapses in the administration of tax bonanzas. 

The constituent problems in this particular field certainly are of direct 
concern to Asian countries. 

Neither is the exchange of information to be confined to specific 
problem areas such os the administration of laws granting fiscal incentives. 
The base must of necessity be broad to cover all conceivable fiscal and 
tax matters, for there is much to learn from the experiences of other coun¬ 
tries. Knowledge transcends territorial and even regional boundaries and 
goes beyond considerations of ideology,form of government, and institutional 



barriers. The country origin of an innovation would certainly not matters 
what is more important is itfi feasibility or workability. This underscore 
the desirability of facilitating the free flow and interchange of fiscal 
and tax information among Asian countries. 

To accomplish this end, we propose the establishment of an organiza¬ 
tion like the Asian Center for Tax Administration and Research (ACTAR), 

This entity will take charge of holding not only conferences with a general 
theme of common interest to all member nations but also periodic seminars 
for ventilating and discussing in depth specific problem areas in the 
field of tax policy and tax administration. Research studies, monographs 
and even ephemeral materials must be circulated among member nations of 
ACTAR to elicit comments and discussion, provoke thought and thus serve 
as a base for required reforms in the field of taxation. Only with a per¬ 
manent body like ACTAR serving as a clearinghouse for the exchange of in¬ 
formation can we firmly strengthen ties among the Asian nations and direct 
hitherto isolated and diffused energies toward the all-important goal of 
tax modernization and reform. 

With a conspicuous dearth of developmental capital, the Philippine 
government has resorted to the grant of tax incentives and other concessions. 
The raison d'etre of fiscal incentives is the governments foregoing of 
revenues in the short run in the inchoate expectation that a higher level 
of investments in desired fields will ensue. Once the enterprises estab¬ 
lished will be on firm footing, government stands to derive more revenues 
on account of an expanded tax base. The first post-war tax incentive lev 
was Republic Act No. 35 which granted new and necessary industries exemp¬ 
tions from all internal revenue taxes. Since that time, scores of tax 
concession laws have been enacted by Congress. Some of the principal o 
are the Petroleum Act of 1959 (Republic Act No, 387), the Gold Mining In¬ 
dustry Assistance Act of 196l (Republic Act No. 3089)» and. the Basic Indus¬ 
tries Act (Republic Act No. 3127) enacted in 1961, which designated certain 
industries as basic and accordingly granted tax inducements. 
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On September 1 6 , 1967, the Investment Incentives Act (Republic Act 
No. 5186) was approved. This created the Board of Investments. Besides 
providing for basic guaranteees and incentives to all investors, this Act 
grants a myriad of incentives, tax as well as non-tax, to registered enter¬ 
prises engaged in preferred areas of investment. 

On August 31, 1970, the Philippine Congress enacted another incentive 
law (Republic Act No. 6135), otherwise known as the Export Incentives Lav., 
primarily designed to help export-oriented industries in answer to the cla¬ 
mor for, and realizing the need to, help in promoting Philippine exports. 

It enjoins the Board of Investments to prepare annually an Export Priori¬ 
ties Plan listing export products, os defined by that statute. This Plan 
is also to be submitted to the National Economic Council for review end 
recommendation to the President for his consideration and approval. In 
determining which export products shall deserve incentives, the Board con¬ 
siders the comparative advantage that these products enjoy, their potential 
in earning foreign exchange ns well as their profitability and contribution 
to the national economy. Accordingly, the Board conducts public hearings 
and invites the private sector to participate in the formulation of this 
Plan. Once this plan becomes effective, the Board of Investments regis¬ 
ters qualified enterprises. 

For purposes of this paper, the incentives provided for by both the 
Investment Incentives Act and the Export Incentives Act will be treated 
separately. 

I. FISCAL INCENTIVES TO PROMOTE DOMESTIC AND FOREIGN♦ INVESTMENTS 

INVESTMENT INCENTIVES LAW (Republic Act No. 5186 ) 

Only enterprises registered in accordance with this lav are entitle - 
to certain incentives. It provides incentives not only to enterprises 
registered pursuant to this plan but also investors in these enterprises. 
The law also prescribes additional incentives to pioneer enterprises, os 
well as Philippine nationals investing in pioneer ventures. All these in¬ 
centives are discussed in detail in this paper under appropriate captions. 
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The Board of Investments as the Implementing Body. 

Ever mindful of* the need to accelerate the economic development of 
the nation, consonant with the principles and objectives of economic na¬ 
tionalism, and pursuant to a well-programmed dispersal of industries under 
conditions that will encourage competition and discourage monopoly, the 
Investment Incentives Act was enacted by the Philippine Congress. 

To implement such avowed objectives, the Board of Investments pre¬ 
pares annually an Investment Priorities Plan in which it declares prefer¬ 
red areas of investment for entrepreneurs end investors, both local and 
foreign. These preferred activities may either be pioneer or non-pioneer. 
A registered ''pioneer enterprise" is one: 

(a) engaged in the manufacture, processing, or production, and not 
merely in the assembly or packaging , of goods, products, commo¬ 
dities or raw materials that have not been or are not being pro¬ 
duced in the Philippines on a commercial scale, or; 

(b) which uses a design, formula, scheme, method, process or' system 
of production or transformation of any element, substance or 
raw material into another raw material or finished good which 
is new and untried in the Philippines, utilizing substantially 
domestic raw materials whenever available . [Section 3(h), 

RA 5186]. 

An enterprise engaged in any venture not falling within the category 
of a pioneer activity as defined by law, but which is engaged in that area 
of investment declared as preferred in the Investment Priorities Plan, is 
considered as a non-pioneer enterprise. 

The declaration of these preferred areas of investment in that Plan 
is not r- pioduct of whim or arbitrary decision but rather a result of a 
study of industries in the Philippines which demonstrates the existence cT 
a gap between the measurable market demand over existing productive capa¬ 
city in the industries. This is the concept of measured capacity. There 
is a clear mandate upon the Board under this law to determine this gap bet¬ 
ween demand and supply in order to prevent overcrowding in industries end 
forestall unfair and ruinous competition. 
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In the preparation of this Plan, the Board conducts public hearings 
and invites more industry participation by requiring position papers in 
order to arrive at the most conservative but realistic measured capacity. 
The Plan once prepared is submitted to the National Economic Council for 
review and recommendation to the President of the Philippines for approval. 
Upon presidential approval, the Plan becomes a living document that guides 
the Board in the registration of enterprises. It takes effect for a period 
of one year unless amended or modified in whole or in part after due notice 
and hearing. 

A. Incentives to Registered Enterprises - 

1. Upon entry - 

As a condition precedent for registration, the law imposes certain 
nationality requirements. To qualify as a non-pioneer enterprise, the law 
requires that at least 60 % of the voting shares of such enterprise must be 
owned and held by Philippine nationals and that at least 60 % of its board 
of directors are citizens of the Philippines. In pioneer areas of invest¬ 
ment, however, a domestic corporation even if wholly owned by foreigners 
is qualified to register. 

Perhaps one may wonder why only corporations ore qualified to regis¬ 
ter under the Investment Incentives Act. This requirement is not really 
intended to disqualify relatively small investors or business outfits. 
Bather, the law seeks to encourage the formation of big entities with com¬ 
paratively larger capital base in order to effectively meet the soaring 
needs of industries. The law favors a corporate set-up because it is 
through this medium that there can be a wider dispersal of ownership in 
an organization. The conduct of corporate affairs is more orderly be¬ 
cause of the concentration of powers in the hands of a more centralized 
management. Whereas, in the case of individual or single proprietorship, 
the participation of others in pursuing a more complex business undertaking 
can only be had through the medium of d Joint venture. This type of arran¬ 
gement msy not prove to he very ideal with big membership. On the other 
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hand, in the case of a partnership where the element of mutual trust and 
confidence must at all times exist among the partners, any failure of mu¬ 
tual accord may pose as a continuous threat to the very existence of the 
organization, thereby endangering the stability of business transactions. 

In the case of corporations, however, since there is free transferability 
of shares such that even persons with meager resources can invest in or 
withdraw from the enterprise at any time for any reason, the continuity 
of the corporate existence is relatively assured. 

Once duly registered with the Board, an enterprise acquires a vested 
right and enjoys protection under the law. This connotes that the enter- ( 
prise can continue to engage in the line of activity for which it is regis¬ 
tered to the absolute exclusion of all others within the measured capacity 
until the cancellation of its certificate of registration or expiration of 
its corporate existence. 

The law enjoins all government financial institutions such os the 
Development Bonk of the Philippines, Philippine National Bank, Government 
Service Insurance System, Social Security System, land Bank and such other 
government institutions to accord high priority to applications for finan¬ 
cial assistance submitted by registered enterprises, whether such finan¬ 
cial assistance be in the form of equity or loans or guarantees, in accord¬ 
ance with and to the extent allowed by the enabling provisions of their 
respective charters. 

The registered enterprise can also employ foreign nationals in super¬ 
visory, technical or advisory positions not exceeding 5 % of its total per¬ 
sonnel in each of 3uch category in order to supply and needed technical 
know-how. This privilege, however, does not altogether dispense with Phi¬ 
lippine labor and local talent. The enterprise can employ foreign techni¬ 
cians only in the absence of qualified Filipino technicians, as certified 
to by the Department of labor in accordance with law. 

2. While Operating - 

The law grants incentives common to both pioneer and non-pioneer en¬ 
terprises registered with the Board. These are: 
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(a) Deduction of Organizational anti Pro-Operating Expenses . - The 
registered enterprise can capitalize organizational and pre-operating ex¬ 
penses attributable to the establishment of the registered enterprise, 
which nay be amortized and deducted from its taxable income over a period 
not exceeding ten years from the time tne enterprise begins operations, 

(b) Accelerated Depreciation . - For tax purposes, the most common 
and accepted node of depreciating fixed assets is the so-called straight 
line method under which the cost of the equipment is divided by its esti¬ 
mated useful life to determine the annual rate of depreciation. Under 
this law, the enterprise is given the option to accelerate the depreciation 
of the capital equipment in a manner dependent upon its estimated life 
span. If the estimated useful life of on equipment does not exceed ten 
years, the enterprise can depreciate that particular asset to the extent 
of not more than twice as fast os the normal rate of depreciation, \ h 
the resulting depreciation allowance to be deducted from taxable income. 

On the other hand, if the estimated useful life of the asset is more than 
ten years, depreciation can be made over any period between five years 
and the expected life. Assuming that the normal life of the particular 
equipment is 20 years, the choice is given to accelerate depreciation 
between 5 and 20 years. By accelerating depreciation, the enterprise 

can recover as early as possible, the investment in the capital equipment 
in the form of deductions from taxable income. 

Accelerated depreciation, however, may not always prove beneficial 
to a new enterprise since during the initial years of its operation, in¬ 
variably, there may be little or no profits flowing in. It would not 
therefore be worthwhile for the enterp r i SG to claim a big amount of deduct¬ 
ion at the moment. Perhaps, it would be preferable to postpone the claim 
for a bigger deduction and prolong the amortization period to later years 
where there may be huge taxable income. This choice of when to accelerate 
depreciation is given to the registered enterprise to get the maximum bene¬ 
fit of this tax incentive. 
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(c) Net Operating Loss Carry-Over . - Due to uncertainties of the 
market, brand consciousness and acceptability of the product, the quality 
and a host of other factors, the enterprise in the initial stage of its 
operation may have some difficulties in promoting the oole of its product. 
Incurring losses at this stage may even be inevitable. Hence, to help in¬ 
fant industries, the law allows a registered enterprise to carry over the 
net operating loss it incurred in any of the first ten years of its opera¬ 
tion, as a deduction from taxable income. However, this privilege to carry 
over the operating losses shall be available only for six years immediate¬ 
ly following the year in which losses were sustained. Any portion of such 
loss which exceeds the taxable income of the enterprise on the first year 
of its operation shall be deducted in like manner from the taxable income 
of the enterprise for the next remaining five years. 

(d) Tax Exemption on Impcited Capital Equipment and Spare Parts . - 
More often than not, new enterprises start with a small working capital 
with the bigger bulk of it usually coming from borrowed funds. Since at 
the start of operations there i3 a need for a bigger capital outlay for 
equipment and machinery, the initial working capital of the enterprise 
could easily be eroded if these assets were to be acquired on cash basis. 
Even if the acquisitions on a deferred payment arrangement, the accumu¬ 
lation of interest would still be a substantial burden on the initial 
working capital of the business. The probier; therefore, is capital. To 
relieve new enterprises of this heavy burden, the law allows tax free 
importation of capital equipment and spare parts. 

Actually, this is a tax incentive r ;>t intended to encourage or sub¬ 
sidize importation of capital equipment. In fact, a registered enterprise 
may claim this privilege only in the absence of domestically manufactured 
capital equipment. It must also be Justified that the equipment to be im¬ 
ported are actually and directly needed and shall be used exclusively in 
the manufacture of the registered product. By Board policy, equipment and 
machinery used in marketing and distribution of the registered product as 
well as on-the-road transport equipment are not normally entitled to tax 
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incentive unless industry practice shows that they are actually port or 
the registered production. Similarly, maintenance equipment as well as 
equipment for civil works are not entitled to tax benefits since they are 
not actually and directly needed by the enterprise in the manufacture of 
the product. 

The enterprise must import the required capital equipment within 
seven years from the date of its registration otherwise the tax exemption 
privilege is lost. And once acquired, they must not be sold, transferred 
or disposed of within five years from the date of acquisition without firsl 
securing Board approval, btherwise the enterprise shall pay twice the 
amount of the tax exemption given. There are only throe cases where the 
enterprise may transfer or dispose of this equipment without any tax lia¬ 
bility. They are: (a) when the sale is to be made to another registered 
enterprise; (b) for reasons of proven technical obsolescence; or (c) for 
purposes of replacement to improve ano/or expand the registered operations 
of the enterprise. In all these ccse3 , however, prior approval of the 
Board must first be obtained. 

(e) Tax Credit on Dom es tic Capita l Equipme nt and Spare Parts . - To 
encourage the domestic manufacture of capital equipment and spare parts, 
the law also gives incentives to ond rewards qualified local manufactures. 
By Board policy, to qualify as domestic manufacturer for purposes of this 
incentive, the particular equipment manufactured or fabricated must have a 
value added of at least 20 % of the manufacturing cost minus the value of 
raw material purchases. It must also have a local content equal to at 
least 20 % of the manufacturing cost excluding depreciation and oost of r?v 
materials imported if the tariff duti'.s therein dc not exceed 20 %, Th^ 
purpose of this requirement is to discourage pure assembly. There should 
be some amount of processing involved in the product, using indigenous ra 
materials whenever available as well as employment of domestic labor, to 
qualify os a domestic manufacturcr. If a registered enterprise acquired th 
needed capital equipment from a domestic manufacturer, a tax credit equiva¬ 
lent to 100/5 of the duties and taxes which otherwise would have been paid 
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had the equipment been imported, shall be issued. And as a prize to the 
domestic manufacturer of such equipment, the law also grants that a tax 
credit equivalent to 50 % of such taxes and duties which otherwise would 
have been paid, shall be issued to such domestic fabricator or manufac¬ 
turer. This tax credit can be utilized by the recipient enterprise or 
domestic manufacturer in payment of its taxes, duties, fees or any obli¬ 
gation that may be owing to the government. 

(f) Tax Credit on Foreign Loans . - The registered enterprise is 
entitled to a tax credit for taxes withheld on interest payments on foreign 
loans, which is normally passed on by foreign lender to the borrower regis¬ 
tered enterprise and built in on the principal borrowed. However, the 
enterprise, to be entitled to this incentive, must prove that no tax cre¬ 
dit is enjoyed by the lender-remittee under the laws of his country and 
that it actually has assumed this liability. This inccnti r e is in effect 

a mere rebate of the tax payment on remitted interest on foreign loans 
assumed and actually paid by the registered enterprise. 

(g) Deduction for Expansion Reinvestment. - When a registered enter¬ 
prise reinvests its undistributed profits or surplus for the procurement 
of machinery and equipment or otherwise in pursuit of plant expansion and 
facilities, the whole amount so capitalized and reinvested shall be allow¬ 
ed as a deduction from its taxable income. The policy of the low is to en¬ 
courage the holding and utilization of the accumulated profits by the 
enterprise for corporate purposes. Expansion of the registered operation 
of the enterprise should be encouraged if we ore to accelerate industria¬ 
lization and development. To insure the financing of expansion, internally 
generated funds should be locked in the corporate coffers to augment its 
capital. Undistributed profits or surplus should be capitalized in order 
to prevent their distribution to the stockholders in the form of cash di¬ 
vidends. With the grant of this tax incentive, expansion of the registered, 
operations of the enterprise may be reasonably expected because of the tax 
saving enjoyed thereunder. 
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The registered enterprise should not reduce its capital stock within 
seven years from the date of reinvestment; otherwise, the tax deduction 
shall be disallowed and the tax shall be recomputed with interest. This 
limitation ha9 to be imposed to ensure the retention end use of the funds 
for expansion purposes. 

In implementing this particular incentive, the Board, as a matter of 
policy, requires the enterprise applying for expansion reinvestment deduct¬ 
ion to present a complete plan of expansion that it intends to pursue, so 
that the Board may determine whether or not the proposed expansion is desi¬ 
rable. Although it may be said that business expansion should by all means 
be encouraged, yet there are certain expansions which may not actually be 
desirable. For instance, if the proposed expansion would result in over¬ 
crowding in industries, the tax incentive should be denied. 

(h) Anti-dumping Protection . - The law grants not only tax incentives 
it also provides some non-tax benefits to registered enterprises. Thu* "* 
protect the registered product against any unfair competition with imported 
ones, the Board of Investments may, after notice and hearing, recommend to 
the President the temporary banning, for a limited period, of importation 
of goods or commodities which may unfairly or unnecessarily compete with 
products of the registered enterprise. However, the recommendation shall 
be made only upon proof that the quality of the goods and commodities being 
produced by the registered enterprise is satisfactory and that the enter¬ 
prise agrees not to increase the price thereof during the period of the 
ban unless the increase in the prices is on justifiable grounds. 

(i) Protection from Government Competition . - Although strictly 
speaking, this is also a non-tax incentive, the product of the enterprise 
deserves some protection in order to promote its patronage and use. If vc 
are to promote Philippine products, then importations of such or similar 
produce should be curbed. Hence, all agencies and instrumentalities of 
the government are enjoined not to import or allow the importation, ever 

if tax and duty free, of products or items that ore produced or manufactur¬ 
ed by the registered enterprise, unless the President determines that the 



- 110 - 


national interest will so require or when international commitments require 
international competitive bidding. 

B. Incentives to Pioneer Enterprises - (Sec, 8, RA 5186 ). 

The law also grants special incentives to pioneer enterprises to 
attract investments in pioneer activities. These benefits are: 

1. Tax Exemption . - Pioneer enterprises registered with the Board 
shall enjoy exemption from all taxes under the National Internal Revenue 
Code, except income tax on a diminishing scale, to wit: 

a. 100? up to December 31, 1972; 

b. 75? up to December 31, 1975; 

c. 50? up to December 31, 1977; 

d. 20? up to December 31, 1979; 

e. 10? up to December 31, 1981. 

Hence, pioneer enterprises importing raw materials needed in product¬ 
ion may claim tax exemption under this provision provided they are rea¬ 
sonably needed in the registered operation of the enterprise. A non¬ 
pioneer registered enterprise does not enjoy this type of incentive. 

2. Employment of Foreign Nationals . - A pioneer enterprise can employ 
foreign nationals in supervisory, technical, or advisory positions as arc 
not otherwise filed by Philippine nationals within five years from the date 
of its registration with the Board. The duration of stay of these techni¬ 
cians in the Philippines shall not exceed five years after the enterprise 
commences operations. However, if the majority of the capital stock of the 
pioneer enterprise is owned by foreign investors, the positions of President, 
Treasurer, and General Manager or their equivalent nay be retained by 
foreign nationals even beyond 5 years from the date the enterprise began its 
operations. 

3. Post-Operative Tariff Protection . - Another tax incentive granted 
by law to a pioneer enterprise is the right to claim tariff protection for 
its registered product. The President, upon the recommendation of the 
Board, with or without the concurrence of the National Economic Council and 
the Tariff Commission, may issue an executive order granting a pioneer 
enterprise post-operative tariff protection for its product not exceeding 
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505C of the dutiable value of imported items similar to those being manu¬ 
factured or produced by the pioneer enterprise. However, this protection 
shall become effective only upon the certification of the Board that such 
pioneer enterprise is already in commercial operation. 

C. Incentives to Individual Investors - 

In order to effectively attract investments in registered enterprise; 
the law grants various incentive benefits. It also prescribes basic gua¬ 
rantees on investments apart from what our constitution amply provides. 
These are the following: 

1. Repatriation of Investments . - Foreign investors can repatriate 
the entire proceeds upon liquidation of the investment in the same currency 
in which the investment was originally made, at the rate of exchange pre¬ 
vailing at the time of repatriation. 

2. Remittance of Earnings . - All earnings from investment con be 
remitted in the some currency in which the investment was originally made, 
at the rate of exchange prevailing at the time of remittonce. 

3. -Foreign Loans and Contracts . - There shall also be the right of 
remittance of such sum as may be necessary to service foreign loans and 
obligations arising from technological assistance contracts, at the pre¬ 
vailing rate of exchange at the time of remittance, 

l*. Freedom from Expropriation . - The property represented by the 
investment as well as the property of the enterprise shall not be subject 
to expropriation except when public use or the interest of national wel¬ 
fare and defense so requires, in which case, only upon payment of Just 
compensation. Such amount received as compensation for the expropriated 
property can also be freely remitted in the some currency in which the in¬ 
vestment was originally made at the prevailing rate of exchange at the 
time of remittance. 

5. Requisition of Investment . - There shall be no requisition of the 
property represented by the investment or of the property of the enterprise 
except for reasons of national emergency and war. Requisition in these 


cases shall only be for the duration of such emergency. Just compensation 
shall be determined and paid either at the tine of requisition or immedia¬ 
tely after the cessation of the national emergency. Such compensation 
for the requisitioned property may be freely remitted by the investor in 
the same currency in which the investment was made at the prevailing rate 
at the time of remittance. 

In addition to the foregoing guarantees, there are certain basic 
incentives and protection granted to investors by the Act, namely: 

a. Protection of Patents and Other Proprietary Rights . - In¬ 
vestors in registered enterprises enjoy protection from infringement 
of technological rights such as patent, copyright, trademark and 
other proprietary rights. It ehould be noted that this protection is 
not really separate and apart fry*, rhot. is now provided for by our 
Patent and Copyright Law. This provision merely reiterates the pro¬ 
tection already enjoyed under other existing statutes. 

b. Capital Gains Tax Exemption - On Investment in Non-Pioneer 
Enterprises . - To attract investments and widen the capital base of 
the registered enterprise, the lav/ grants tax exemption of capital 
gains, if the entire proceeds of the sale of the capital asset are 
invested in the new issues of shares of stocks of the registered 
enterprise. Under the National internal Revenue Code, if a capital 
asset is held by a taxpayer for a period less than twelve months, 
the entire gains realized from the sale thereof shall be subject to 
income tax. However, if the capital "sset is held for a period longer 
than twelve months, the gains realized from the sale or disposition 

of this asset shall be subject to income tax to the extent of 50% 
thereof. 

Under the Investment Incentives Law, the taxpayer may not be 
made to assume this tax liability, if the entire proceeds in the 
sole of his capital assets are invested in new issues or unsubscribed 
shares of a registered enterprise. The actual investment of the pro¬ 
ceeds of the sale should be made within six months from the date the 
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gains were realized; otherwise, the tax-exemption shall not be enjoy¬ 
ed. Further, once the investment is made, the taxpayer-investor 
Bhould hold the shares of stock of the registered enterprise within 
five years from the date of investment. If such shares are disposed 
of within such period, the taxes on the gains realized from the ori¬ 
ginal transfer, sale or disposition of the capital asset shall imme¬ 
diately become due and payable. The law imposes a holding period of 
five years in order for the registered enterprise to be able to re¬ 
tain and maximize the use of said investment. 

D. Special Tax Incentives Investments of Philippine Nationals in 
Pioneer Enterprises - 

Aside from the basic rights '.nd guarantees enjoyed by all investors 
in registered enterprises, Philippine nationals investing in pioneer enter¬ 
prises ore entitled to the following incentive benefits: 

1. Tax Allowance on Investment . - If a Filipino invests in the ori¬ 
ginal or increased capital stock of a pioneer enterprise within seven 
years from the date of its registration, such investor is entitled to de¬ 
duct from his taxable income the amount of his investment, whether in 
cash or property, but not to exceed 10? of his taxable income, Those 
shares so acquired must be held by hin for a period of not less than three 
years; otherwise, if he disposes of these shares, he loses the benefit of 
his deduction; his tax liability shall be recomuuted with interest. 

2. Capital Gains Tax -Exemption - Investment in Pioneer Enterprises . •• 
When a Philippine national invests the proceeds of the sale of his capital 
assets in the new issues of capital stock cf a pioneer enterprise, all his 
capital gains shall be exempt from income tax. Moreover, although invest¬ 
ment in secondary issues of shares of stock of a registered enterprise does 
not ordinarily qualify for tax benefit, under this special incentive, if 
the investment of the entire proceeds in the 3ale of capital asset iB made 
in a registered pioneer enterprise by a Philippine national, the capital 
gains tax exemption shall still be enjoyed provided the selling stockholder 
of such enterprise is a foreigner. The purpose of the law in granting 
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■benefit even to secondary issue in this particular case, is to encourage 
Filipinos to acquire alien ownership in pioneer enterprises. When this 
tax benefit pioneer enterprises whioh could be wholly owned by foreigners 
initially, may later on become Filipino-controlled. 

The other feature of this incentive that distinguishes it from the 
tex benefits on investment of capital coins in a non-pioneer enterprise, is 
the holding period. The investor in a non-pioneer enterprise cannot dispose 
of his shares until after 5 years from the date of acquisition; whereas, 
investment in a pioneer enterprise must remain therein only for at leafct 
3 years from the date of actual investment. 

3. Tax Exemption on Sale of Stock Dividen d., - If a pioneer enter¬ 
prise issues stock dividends instead of distributing cash, any gain in the 
sale of the stock dividend shall be exempt from income tax, provided the 
sale, disposition or transfer thereof accurs within 7 years from the date 
of registration of the picneer enterprise. The policy of the law in grant¬ 
ing this privilege is precisely to discourage the declaration of co3h divi¬ 
dends by a pioneer enterprise. On the other hand,.by capitalizing pro¬ 
fits and declaring stock dividends, the corporation retains the profits, *uad 
the funds generated become available for its operation. 

These special incentives granted to Filipino investors are not avail¬ 
able to aliens including Americans. This is pursuant to the policy of the 
Board based on the incentive law and the Supreme Court decision to the ef¬ 
fect that tax benefits granted by law exclusively to Filipinos cannot, by 
presumption, be extended and similarly enjoyed by aliens including American!: . 
(Guerrero v. CIR, G. R. No. 209^2, September 22, 1967). 

As of January 18, 1971, there were 167 enterprises registered with the 
Board of Investments under the pioneer and non-pioneer categories. The 
total investment of approved projects was recorded at J*3.5 billion. 

TAX EXPORT INCENTIVES LAW (Republic Act No. 6135) 

Realizing the need to promote export of Philippine products on a 
selective basis as well as the feeling of inadequacy of the special export 



incentives provided for under Section 9 of the Investment Incentives Act 
(RA 5186), the Philippine Congress enacted the Export Incentives Law* It 
prescribes the guidelines in determining which Philippine product needs 
and deserves government assistance. The original special export incen¬ 
tives under Section 9 of the Investment Incentives Act are available to 
all enterprises that may be registered with the Board engaged or proposing 
to engage in the export venture. Casually, they ore: (l) double deduct¬ 
ion of promotion expenses; ( 2 ) double deduction of shipping costs; and 
( 3 ) special tax credit on raw materials actually used in the manufacture 
of the exported products. The Board cannot deny these special export in¬ 
centives to any enterprise claiming such incentives as long as they ere 
registered with the Board because from their registration springs the 
right to avail of these incentives. Studies, however, reveal that there 
are certain Philippine products which do not need any export incentives, 
although there are others which need more tax benefits to moke them compe¬ 
titive in the export market. Hence, Congress enacted the Export Incen¬ 
tives Law with the express directive upon the Board of Investments to pre¬ 
pare a Plan listing export products that should be encouraged with priori¬ 
ty on a selective basis, considerhng: - (a) comparative advartnge they 
enjoy or could be made to enjoy, (b) their potential for earning foreign 
exchange; and (c) their profitability to the national economy. 

The registration with the Board in accordance with this Act i3 a con¬ 
dition precedent to the availment of incentives. The incentives enumerated 
under this Act are available to (a) citizens of the Philippines, (b) corpo¬ 
rations and other entities organized and existing under Philippine laws, 
at least 60 % of whose capital is owned and controlled by Philippine citi- 
B8ne« and (c) pioneer export producers engaged or proposing to .engage ip 
the manufacture of export products qualified as pioneer under the Invest¬ 
ment Incentives Act and declared as such by the Board of Investments. As 
a pre-requisite to registration, the uroduct of the nrononent must be 
listed os on export product in the Export priorities Plan prepared by the 
Board of Investments; or if such nroduct is not listed in the Plan, at 
least 50 % of its sale must qualify as an export, as defined by law. 
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For purposes of the Act, "export products" are manufactured products, 

(l) not more than 80# of whose individual FOB Philippine port value is attri¬ 
butable to imported raw materials, (2) the total FOB Philippine port value 
of the export of which did not exceed US$5 million in the year 1968, and 
(3) that such products meet the standard of quality set by the Bureau of 
Standards or any other office, agency or group that may be designated by 
the Board, 

Basically, there are three types of enterprises that are qualified 
for registration with the Board of Investments under the Export Incentives 
Law, namely: (l) a registered export producer , which includes any person, 
corporation, partnership or other entity organized and existing under the 
laws of the Philippines, engaged or proposing to engage in the manufacture 
or processing of export products and which directly exports its products 
or sell then either to a registered export trader or to other export pro¬ 
ducers which use them is direct input or raw material in their manufacturing 
process. The export producer must be a citizen of the Philippines; and in 
case the applicant is an artificial person, at least 60# of its capital is 
owned and controlled by citizens of the Philippines; (2) a registered ex¬ 
port trader is any enterprise organized and existing under Philippine lave, 
which derives at least 50# of its gross income from the sale abroad of 
export products bought from two or more registered export producers which 
are not owned, controlled or managed by the sane entity or person. To be 
qualified Tor registration, the export trader must be a citizen of the Phi¬ 
lippines, and in case the applicant is an artificial person, at least 60% 
of its capital is owned and controlled by citizens of the Philippines, How¬ 
ever, if such trader is engaged or proposing to engage in the exportation 
of export products the total FOB Philippine port value of the exports of 
which in the calendar year 1968, exceeds $5 million in U.S. currency, and 
where such products at the time of the filing of application are substantially 
in the hands of aliens or entities that ore not owned and controlled by citi¬ 
zens of the Philippines, then at least 10% of the capital of such enterprise 
must he owned and controlled by citizens of the Philippines; (3) and regis ¬ 
tered service exporter , which refers to any entity organized and existing 
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under Philippine laws, engaged or proposing to engage in rendering techni¬ 
cal, professional or other services, which are paid for in .foreign cur¬ 
rency; or in exporting, either directly or through a registered export 
trader, television shows and motion pictures and musical recordings made 
or produced in the Philippines. 

Enterprises registered under the Investment Incentives Act shall con¬ 
tinue to be governed by the provisions of that lav. They, however, have 
the option to abandon 3uch registration and embrace a new registration 
under the Export Incentives Act if qualified, provided that they no long¬ 
er avail of the benefits under their original registration pursuant to the 
provisions of the Investment Incentives Act. Similarly, enterprises regis¬ 
tered under the Investment Incentives Act 3hall continue to enjoy the spe¬ 
cial exports incentives under that law. However, enterprises that were 
registered under the Investment Incentives Act after August 31, 1970 
(effectivity of the Export Incentives Law), even if export-oriented, are 
not entitled to enjoy the special export incentives because Sec. 9 of the 
former law was already repealed by the Export Incentives Law. 

A. Incentives to Enterprises Registered Under the Export Incentives Act . 

1. Registered Export Producer - 
a. After Registration - 

Unlike the Investment Incentives Act where upon registration the in¬ 
centives thereunder are immediately available for enjoyment by such regis¬ 
tered enterprises, under the Export Incentives Law, there are certain in¬ 
centives that are not immediately available to enterprises upon registra¬ 
tion under that Act. Actual exportation of product to, or actual remit¬ 
tance of foreign exchange for services rendered in, a foreign country must 
first be proven before the registered export producer, registered export 
trader, or registered service exporter may avail of the incentives. There 
are, of course, few incentives under that law that are immediately availa¬ 
ble for availment by the registered enterprise upon registration. And 


there alre: 
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1 ) Tax end Duty Free Importation and Capital Equipment and Spare 
Parts . - A registered export producer after registration with the Board 
may be allowed to import tax and duty free, capital equipment that are 
directly and actually needed and will be used in the manufacture, hand¬ 
ling and storage of its export products. The right to these tax bene¬ 
fits may be enjoyed by the enterprise within ten years from the date 
of its registration with the Board cf Investments. It will be noted 
that even handling and storage facilities are entitled to tax incen¬ 
tives which normally are excluded. This was deliberately intended by 
Congress in the enactment cf this law after realizing the need for 
some handling equipment to place the export products at their export¬ 
able stage. 

It may be further observed shat this law did not require these 
machineries and equipment to be used exclusively in the manufacture 
of the export product, as what was required under the Investment In¬ 
centives Act. Congress did not lose sircht of the possible abuses 
that may be committed in the use of this equipment when it emitted 
the word "exclusively'' which i3 found under the Investment Incentives 
Law. Perhaps because of the inherent administrative difficulties 
that the Bon.rd may encounter ir, the implementation of this low. 

Congress finally discarded the "exclusive-use" requirement of the In¬ 
vestment Incentives Law. As a test, hqwever, to the legitimacy of the 
expert venture of the particular enterprise that may claim this tax 
incentive, the law imposes a 'very stringent requirement. The export 
producer is duty-bound to bring in dollars into the Philippines out 
of the proceeds of export sales equivalent at least to the cost of 
the imported machinery, equiment and 3parc parts within the period 
of five years from the date of delivery. Failure to comply with this 
condition will subject the export producer to the payment of twice 
the amount of the exemption given to it together with the penalty and 
interest. This requirement is not found in the Investment Incentives 
Law. 
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To protect the Philippine Government from the possible supervo- 
ning insolvency of the registered export producer or inability to 
return to the Philippine Government the incentives enjoyed in case 
of violations of this commitment, the Board, as a matter of policy, 
nay require, in appropriate cases, the export producer to secure a 
guarantee from a recognized financial institution to answer for the 
non-performance of its undertaking. It may instead require the fi¬ 
ling of a bond issued by a bonding company acceptable to the Board 
or perhaps a deposit in escrow of treasury bills or other government 
securities in on amount equal to 200$ of the exemption to protect 
the government and as a te3t to the genuineness of the desire of 
the enterprise in engaging in exports. 

The Act also enjoins the Board of Investments to require the 
conduct of international bidding on importation of capital equip¬ 
ment. This is designed to protect thr enterprise from possible 
overpricing. If the total cost of importation is U.S. $1 million or 
above, the law requires the conduct of international bidding. Inter¬ 
national canvassing, however, 3hall suffice (a) if t6 the knowledge 
of the Board there is only one manufacturer of the particular machi¬ 
nery, equipment and spare parts to be imported; or (b) where such 
importation is considered by the Board for the expansion of the re¬ 
gistered export producer's operation and that the equipment shall be 
acquired from the same manufacturer who supplied the original machi¬ 
nery and equipment of the enterprise; or (c) wh?re the total cost 
of importation is less than US $1 million. 

Similar to what is provided for by the Investment Incentives 
Act, the Board may allow and approve the sale, transfer or disposi¬ 
tion of this capital equipment within five years from the date of 
acquisition, provided the transfer is made to another registered ex¬ 
port producer; or for reasons of proven obsolescence; or for purpo¬ 
ses of replacement to improve or expand the operations of the regis¬ 
tered export producer. 
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2) Tax Credit on Domestic C a pital Equipment , - The Export In¬ 
centives Lav does not favor importation of capital equipment which 
cure locally available. Rather, it recognizes the need to encourage 
domestic manufacturing of capital equipment that may be needed by 
the registered export producer. Hence, if the registered export pro¬ 
ducer acquires capital equipment, machineries and spare parts from 

a qualified domestic manufacturer, such enterprise is also entitled 
to a tax credit as well as the domestic manufacturer as his reward 
for undertaking domestic fabrication. As discussed earlier, a fab¬ 
ricator to qualify as a domestic manufacturer must comply with the 
percentage of value added and locol contents as may be fixed by the 
Board. 

3) Anti-Dumpting Protec tion and Prot ection from Government 
Compet ition . - Even before actual exportation of its export product, 
a registered export producer is entitled to certain non-tax incen¬ 
tives which may be availed of after its registration with the Board 
of Investments. Similar to what has been discussed earlier in this 
paper, a registered export producer is ontitled to anti-dumpting pro¬ 
tection fcr its product as well as protection from government compe¬ 
tition. 

B. After Export Operations - 

There ore certain incentive benefits under this law which can only 
be availed of by the registered export producer after actual exportation. 
In other words, upon proof of actual export operations will depend the 
availment of these incentives. If there arc no actual exportB, no incen¬ 
tives could be enjoyed. These incentive benefits are: 

l) Tax Credit . - For the period of ten years from the date of 
registration the registered export producer can claim tax credit 
equivalent to the sale, compensating and specific taxes as well as 
duties on supplies, raw materials and semi-manufactured products 
actually used in the manufacture, processing or production of its 
. . . export products and forming part thereof. This tax benefit shall be 
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available to the registered export producer who actually exports ttye 

<* 

registered export product. Tax credit my also be granted to a regis¬ 
tered export producer that uses them os direct input or raw materials 
in the manufacture of another export product, provided the final pro¬ 
ducts are actually exported. Tax credit shall be non-transferable 
except by hereditary succession or by operation of law. It may be 
used in payment of whatever taxes, duties, and fees which the regis¬ 
tered export producer may be liable for in favor of the government 
in connection with its operation. 

2) Reduced Income Tax . - It has been the observation in some 
quarters that our Investment Incentives Act tends only to favor and 
give more incentive benefits to capital intensive and import depen¬ 
dent industries. Nowhere in that law can we find any direct incen¬ 
tive to local labor and to encourage the maximum utilization of indi¬ 
genous raw materials, this particular incentive was incorporated in 
the Export Incentives Law. This unmistakable intent becomes readily 
apparent from the legislative formula in the computation of the re¬ 
duced income tax, to wit: 

Income Tax Deduction = 5 x Total Export Revenue (of year when 

incentive is claimed) - TER (1968) 

Total Direct Labor Cost ^ 

X Total Production Cost ^ 

Total Cost of Imported jfaw 
x Materials and Supplies ) 

Total Production Cost ) 

Under this formula, the higher is th' direct labor cost incurred 
and the bigger the value of the domestic raw materials used, the grea¬ 
ter would be deduction. This concept puts emphasis therefore on the 
need for employment of more direct labor and use of local raw mater¬ 
ials in the export product in order for the enterprise to be able to 
enjoy the maximum tax benefit. 

This tax benefit shall be available to the registered export 
producer for the first 5 years from registration. It shall be based 
upon the increment of its export sales for the year in which this 
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incentive is claimed over its export sales in 1968. The deduction 
that could be claimed, nowever, shall not exceed 100? of its total 
export revenue for each taxable year for the first 3 years. There 
after, the deduction allowance cannot exceed 50? of the total export 
revenue for each taxable year for the succeeding 2 years. These 
deductions shall be applied only against the taxable income of the 
enterprise derived from the domestic and export sales of the regis¬ 
tered product and shall be available only to a registered export 
producer who exports directly or sells through a registered export 
trader. 

3) Exemption from Expert Tax . - The registered export produ¬ 
cer is also entitled to exemption from the export and stabilization 
tax on its product if the total F.O.b. Philippine port value of the 
exports of such product in the calendar year 1968 is less than $5 
million in U.S. currency but which exceeds said total export during 
a period of 5 years from registration. 

*0 Post-Operative Tariff Protection . - The registered pioneer 

export producer under this law is entitled to po3t-operative tariff 

protection to the extent not exceeding 50? of this dutiable value 
* 

of the imported items similar to those being manufactured by the 
export producer. 

5) Expansion Reinvestment Deduction > - If the registered ex¬ 
port producer capitalizes its undistributed profits derived from the 
domestic and export soles of the registered product in pursuit of 

an expansion program, such amount so reinvested can be claimed ns a 
deduction from the taxable income of the enterprise similar to what 
is granted to registered enterprises under RA 5186. 

6) Additional Incentives. - In addition to the foregoing in¬ 
centives, if the registered export producer is engaged in the 
pioneer activity as defined under the Investment Incentives Law, 
such enterprise shall be entitled to special incentives such as tax 
exemption from all taxes except income tax on a diminishing scale. 
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employment of foreign nationals, and post-operative tariff protect¬ 
ion. These incentives were already discussed earlier in this paper 
under the caption of “Incentives to Pioneer Enterprises." 

7) Additional Incentives to Export Producer on Infrastructure . - 
The Board may grant additional incentives to a registered export pro¬ 
ducer that establishes a processing or manufacturing plant in an area 
that the Board of Investments may have designated as necessary for 
the proper dispersal of industry or in an area which the Board may 
find to be deficient in infrastructure or other facilities. Specifi¬ 
cally, the registered export producer may apply in payment of the 
taxes that may be due the national government, any amount equivalent 
to 100? of the necessary infrastructure works, provided the title to 
such infrastructure work when completed is transferred to the Philip¬ 
pine government. Similar deduction can be claimed by the export pro¬ 
ducer for the cost of maintenance of such infrastructure works. 

2. Incentives to Begistored Export Trader - 

In the case of export traders, all the incentives that are granted 
under the Export Incentives Law may be availed of only after actual export¬ 
ation of the registered export product. In other words, if the trader did 
not have export operation in a particular year, no incentive whatsoever 
may be availed. 

The registered export trader is entitled to the following incentives: 

1) Exemption from Export Tax . - The same conditions required of 
a registered export producer. 

2) Tax Credit . - The registered export trader is entitled to a 
tax credit equivalent to the specific and sales taxes on the export 
product purchased by it from the producer provided these products 
are actually exported. 

3) Reduced Income Tax. - The export trader can claim deduction 
from his taxable income during the first 3 years of registration, in 
addition to the ordinary and normal deductions allowed under the Nation¬ 
al Internal Revenue Code, an amount equal to 10? of the increase of his 



total export sale 'for the year in which the incentives are claimed 
over 75? of his total 1968 export sale. Thereafter, urtil the 5th 
year after registration, he can claim a deduction from his taxable 
income equal to 10$ of the increase in his annual export sales over 
75? of the average of the annual total sales during the preceding 
5 years. 

As an encouragement to the trader to extend financial assistance 
to any registered export producer in an amount not less than 20? of 
the registered trader’s total export sale, such trader is entitled by 
way of deduction from his taxable income an amount equal to 1? of the 
increase in the export sales computed in accordance with the preceding 
paragraph. This deduction shall be applied only against the taxable 
income derived by the registered export trader from the domestic and 
export sales of the registered product. 

Common Incentives - Registered Export Producer and Registered Export 
Trader . - • 

Whenever the registered export producer or trader uses a new brand 
name for the export product that distinguishes it from products that are 
processed or manufactured outside of the Philippines, the registered export 
producer or trader shall be entitled to either a net operating los3 carry 
over under Section 7(e) of RA 5186, which is discussed earlier in this 
paper, or an additional deduction from taxable income equal to 1? of the 
increase in its export sale during the year in which the incentive is 
claimed over its export earnings in 1963. 

3. Incentives to Registered Service Exporter . - 

The service exporter must prove actual remittance to the Philippines 
of export fees in foreign currencies before it can claim any tax benefit 
under the Export Incentives Law, 

(a) Reduced Income Tax - The registered service exporter shall be 
entitled for the first 5 years from its registration to deduct from its 
taxable income an amount equal to 50? of the increase of total export fees 
during the year in which the incentive is claimed over 75? of its total 
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export fees in 1969. It can also claim a similar deduction during the 6th 
to the 10th year of registration, an amount equal to 50? of the increase 
in its annual total export fees over 75? of its average annual total export 
fees during the preceding 5 years. This deduction can be applied only 
against the taxable income derived from the particular service or field of 
service for which he is registered. 

(b) If the registered exporter produces television shows, motion 
pictures or musical recordings in the Philippines and exports them di¬ 
rectly or through a registered export trader, such enterprise shall, for 
the first 10 years from its registration, be entitled to the following 
incentives: 

(1) Tax Credit - equivalent to the amount of specific, compen¬ 
sating and sales taxes actually paid by it on raw materials and sup¬ 
plies that were used directly in the production of the pictures or 
recordings that were actually exported. This tax credit can be ap¬ 
plied in payment of such taxes, duties, charges and fees that may be 
owing from such enterprise in favor of the national government. 

(2) Tax Exemption on Imported Capital Equipment and Spare Ports .- 
This particular type of service exporter is also entitled to import 
tax and duty free machinery and equipment as well as spark ports need¬ 
ed in the production of such musical recordings, television shows and 
motion pictures thet are registered with the Board. This enterprise 

is required by law to bring into the Philippines foreira exchange equal 
to at least the cost nf such machinery and equipment within 5 years 
from the date of their delivery. Failure to fulfill this commitment 
will subject the enterprise to the payment of twice and amount of 
taxes and duties that were saved, together with the penalty and 
interest. As observed earlier in this paper, this commitment to bring 
in dollars to the Philippines is not found under the Investment Incen¬ 
tives law. 

U. Incentives to Individual Investors. - 
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All investors in enterprises classified as registered export 
producer, registered export trader, or registered service exporter are 
entitled to all the incentives as well as all the guarantees as provided 
for under the Investment Incentives Act which are: 

1) In General - 

a. Protection of patents and other proprietary rights. 

b. Capitol gains tax exemptions. 

2) If the investor is a Philippine national investing in a re¬ 
gistered pioneer export producer, the following incentives are 
available: 

a. Tax allowance on investments. 

b. Capital gains tax exemption. 

c. Tax exemption of the gain in the sale of stock divi¬ 
dends received from a pioneer enterprise. 

3) Guarantees in investment: 

a. Repatriation of investment, 
b; Remittance of earnings. 

c. Remittance of payment to service foreign loans and 
obligations arising from technological assistance contract. 

d. Freedom from expropriation of property representing 
investment and the property of the enterprise. 

e. Freedom from requisition of investments. 

These basic rights and guarantees have already been explained 
earlier in this paper under the caption "incentives to Individual 
Investor" under the Investment Incentives Act. 

II. SOME ASPECTS AND/OR PROBLEMS OF TAX ADMINISTRATION RELATING TO THE 
OPERATION OF FISCAL INCENTIV ES 

The Philippine experience in the implementation of incentive laws 
points to certain administrative problems and issues which are discussed 
hereunder. 


Problems of Tax Administration 
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a ) Tax Concessions and Tax Avoidance 

Fiscal incentives nay either constitute a boon or a bane to the eco¬ 
nomy depending on how the provisions are administered. That tax conces¬ 
sions may be used as a conduit f^r tax avoidance is not remote if we con¬ 
sider man's engenuity in circumventing the lav. 

Let us take the case of capital gains tax exemption granted to inves¬ 
tors in pioneer enterprises as embodied in the Investment Incentives Act. 

The portion of the gains realized from the sale, disposition, or transfer 
of capital assets is exempted from income tax, provided that the entire 
proceeds from the sale are invested in new issues of capital stock of a 
registered enterprise within six months from the date the gains were rea¬ 
lized. In addition, tax allowance will al 3 o be granted as tax deduction 
to the extent of actual investment but not to exceed ten per cent of the 
taxable income provided that investment is made in new issues of shares 
of stock of a pioneer enterprise. These concessions are designed to give 
impetus to investment in pioneer enterprises and raise the level of capi¬ 
tal formation. 

However, this provision can be availed of to mitigate tax liability. 

If the stockholder of a pioneer enterprise sells his shares at a profit, 
he can avoid the tax on capital gains by investing his profits in the 
shares of stock of another pioneer enterprise. Thus, he avoids the pay¬ 
ment of the tax and at the same time gets a tax allowance. Due to this 
provision of the law and despite the fact that it sets a thrce-yeor maxi¬ 
mum limit before he can sell his shares , this can go on as long as there arc 
pioneer enterprises to invest in. 

b) The Need for Regular or Periodical Verification 
One very noticeable flaw in th? implementation of tax exemption laws 
is the difficulty of administrators in keeping close check or follow-up 
of grantees of exemption. The pattern is apparent that after exemption 
is granted there is insufficient follow-up in verifying whether the grantee 
is complying with the conditions for exemption. Ih many instances the 
exemption privilege is availed of for personal benefit rather than for the 
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purpose of promoting the objectives of the lavs. To cite, under Republic 
Act No. 3137, garment and apparel industries can import embroidery mater¬ 
ials free from all taxes, provided these are processed into finished pro¬ 
ducts like children's aresses or ladies 1 wear and re-exported. However, 
in most ewes foreign embroidery materials are not actually re-exported. 
They are simply channelled free of tax into the black market to the detri- 
me* ^f the local textile industry which the government seeks to encourage 
and develop. To obviate this recurring problem the Department of Finance 
has enlisted the assistance of the Philippine Institute of Certified Pub¬ 
lic Accountants, composed of reputable accounting firms, in making a phy¬ 
sical inventory of embroidery materials. 

c) Errors or Lapses in the Interpretation of the Law. 

Aside from the problems mentioned above, errors or lapses in the 
interpretation or administration of some incentive laws are committed. 

The problem is particularly true in cases where the interpretation of the 
extent of tax concession is left to the discretion of an administration 
entity which may stretbb or constrict the meaning of legal provisions. 

At times, tax concessions are also enacted at the behest of potent 
vested interests and private groups with particularistic interests to sub¬ 
serve. In a democratic setting, this night find some Justification but 
what is deplorable is that interests which have tried to lobby unsuccess¬ 
fully for tax benefits nay slip into the obscurity of the administering 
entity and there surreptitiously deal a tolling blow. Particularly vhor * 
the provisions of law are broad, vague or nebulous, administrative rulings 
may be secured which nny occasion substantial loss of government revenues 
even without the imprimatur of lav. 

In the field of administering the law, there are glaring differences 
ranging from the overly strict to the liberal. Seemingly, therefore, some 
groups get more concessions while others do not, not because of the law, 
but because of its implementation by the agencies concerned. 

d) The Difficulty of Withdrawing Tax Concessions 
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The other factor which is significant in the operation of fiscal in¬ 
centives is that, when tax preferences lead to disparity in tax treatment, 
these are difficult to withdraw, since tax privileges tend to be viewed 
as special immunities by the recipients and there will be adverse effects 
if these are withdrawn from these who are supposed td enjoy it. 

In the matter of subsidies, there have also been agitations for 
their withdrawal because the benefits have not seeped down to serve the 
welfare of those who are the supposed beneficiaries of the government 
subsidy. 

e) Possible Conflict and Overlapping of Functions 

One problem which generally affects the implementation of fiscal in¬ 
centives measures is the overlapping of functions between the administering 
entity and the Bureau of Internal Revenue. Conflicts of authority cannot 
be avoided since enforcement of the tax incentive provision by the adminis¬ 
tering agency will inevitably involve a determination of internal revenue 
taxes which are to be collected by the Bureau of Internal Revenue under the 
laws. It is in this respect where the authorities of both agencies are 
bound to overlap and collide. While the administering agencies have pre¬ 
vailing power over decisions of the other government entities with respect 
to the implementation of the tax exemption law, on the other hand, the 
Bureau of Internal Revenue has comprehensive power to collect all internal 
revenue taxes and its determination of the-amount of taxes due may permeate 
the determination of tax concessions to be accorded to exemption grantees. 
It is noteworthy that possible conflicts have been avoided in the past 
through the expedient of involving the BIR in the administering agencies' 
interpretation of tax exemption provisions. 

The foregoing discuasion, it is hoped, will enlighten policy-makers, 
tax administrators and the people themselves in the pursuit of develop¬ 
ment programs that could moke tax concessions a real and valuable ins¬ 
trument of social and economic progress. 
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III. EXCHANGE OF INFORMATION 

A. Exchange of nformation on tax and fiscal matters, Including 
statistics, economic and legal studies, etc . 

Taxation has come to assume an important role in the quest of deve¬ 
loping countries for a spurred rate of economic development. This being 
the case, a xenophobic approach to the study of the field and its rami¬ 
fied aspects can no longer suffice. More and more, these countries have 
to roly not only on indigenous talent and expertise in progressively un¬ 
ravelling attendant problems in taxation but they must exert every effort 
to buttress their technical know-how. Such knowledge perforce transcends 
territorial confines. 

In coping with tax problems as they arise, each country necessarily 
builds up on expertise base. Though it is conceded that some of these 
problems are peculiar and solutions may vary on account of basic differ¬ 
ences in the institutional milieu, still it is realized that other coun¬ 
tries, particularly those of a similar plane of development, adopt techni¬ 
ques and practices evolved elsewhere consonant with their own needs and 
requirements. It is definitely advantageous for countries in Asia to 
keep tab of developments in the field of taxation, with particular empha¬ 
sis on how other nations in the hemisphere have solved nagging problems 
which they may themselves face. Exchange of information may also cover 
invitation of tax experts and training fellowships. There is thus the 
salient need to keep open the channels of communication and information 
among Asian countries if only to apprise then of the community of prob¬ 
lems and approaches adopted in the solution of “these problems. 

Now would it be enough that the flow of information be done on an ad 
hoc , transitory, or temporary basis, A permanent arrangement for this 
purpose must be devised for the benefits to be worthwhile and lasting. 

The paucity of information in the form of studies, monographs, and resear¬ 
ches constitutes one of the formidable stumbling blocks to progress in 
the field, with the result that each country plods along, with conspicuous 
waste of time and effort, oblivious of signal reforms transpiring elsewhere. 
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On statistics, there is need to pool and make available tax statis¬ 
tics among the countries in Asian not only for purposes of enabling sig¬ 
nificant comparisons on a regional scale, but also to ascertain progress 
or retrogression in the tax field. Statistical surveys can shed light on 
the tax burden and incidence of taxation and thus serve as a guide for 
enlightened tax legislation. 

Economic research can take the form of industry studies, studies on 
foreign and domestic trade and national income, among others. Economic 
data together with adequate and accurate statistical data, can be appre¬ 
ciably enhanced with the interchange of economic, including tax and 
other fiscal information among Asian countries. 

Corollarily, the legal aspects of taxation can be explored with the 
conduct of studies such as those bearing on loopholes provided by statute, 
tax evasion and avoidance. 

The above-cited data, economic, statistical and legal, can signifi¬ 
cantly contribute to the effectiveness of the legislative process. Policy 
formulation con be improved if decision-making is moored on empirical 
data and researches. Such data, together with other information relating 
to the experience of Asian countries, can likewise help in making tax 
administration more effective. 

B. The feasibility of conducting seminars and conferences on 
taxation in the future 

The frontiers of knowledge in the field of taxation can be extended 
with the holding of conferences and seminars. Not only will vital issues 
and problems be discussed in these conferences and seminars, but valuable 
insights can be afforded which can assure the utilization of sound techni¬ 
ques and procedures designed to come to grips with these problems. 

What is conceived is the holding of annual conferences which should 
be devoted to the discussion of a theme which is of common interest to 
the member nations of the Ministerial Conference for the Economic Develop¬ 
ment of Southeast Asia, such as "Problems on Tax Policy Formulation and 
Tax Administration" and "How to Raise the Level of Tax Compliance." In 
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periodic seminars and workshops, the focus will be specific problem areas, 
e.g,, assessment, tax audit, collection, tax compliance and some aspects 
of international double taxation, which beset certain member countries. 

The situs of annual conferences nay be rotated among member-countries 
of the region while seminars and workshops may be held in locations which 
take into account such factors as the geographical proximity of participa¬ 
ting countries and the availability of facilities. To these seminars and 
workshops may be invited experts from other countries, irrespective of 
areas, who may present papers dwelling on the specific topic of discussion. 

Conferences and seminars not only can be a very useful vehicle in 
the exchange of knowledge but can also provide a forum for formal and in¬ 
formal discussion and exchange of views. These may ol30 provide an impe¬ 
tus for the conducting of ba3ic and other researches on significant aspects 
of taxation on a regional level. The proceedings of these conferences and 
seminars once published, can evoke and heighten interest in the problems 
of taxation in the developing nations of Asia and the experience of deve¬ 
loped nations in this part of the hemisphere, like Japan. 

C. The need for a permanent body to Act as clearinghouse for the 
exchange of information and to conduct seminars and conferences . 

Considering the exigent need for the interchange of information and 
the holding of seminars and conferences among Asian countries, there must 
be constituted a permanent body to function as a clearinghouse. The pro¬ 
posed ACTAR stands to serve in good stead as such an entity, the immediate 
concern of which shall be the exchange of information in tax policy plan¬ 
ning and reforms in tax administration, laying particular stress on actual 
tax problems and solutions. 

The Center will be the focal point for the collation and integration 
of tax data with the broad expertise basts possible. A salient advantage 
inherent in this set-up is enabling such a process to take place, fully 
utilizing indigenous talents and skills and taking into account the ins¬ 
titutional milieu and the constraints of the actual situation. With such 
a clearinghouse, there exists n strong assurance that there will be developed 
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a reservoir of substantive research materials which can go a long way 
in the common effort to improve tax policy formulation and tax adminis¬ 
tration. 

Tax reform, both in substantive legislation - and tax management, pro¬ 
ceeds from group studies, concepts and progressive ideas. Innovations of 
foreign origin may be fruitfully adopted os modified, consonant with n 
country’s peculiar needs. The net result is a broadened financial base 
which can trigger economic advances in developing nations. 

In the field of international taxation, the Center can be of use in 
harmonizing foreign tax policies among member nations in order to stimu¬ 
late international tra.de and investment. On the whole, the Center can 
render far-reaching beneficial effects >n the economies of Asian countries 

The Center is envisioned as an "ggrunation of Asian nations, although 
its research frontiers can be broader. An such, the ACTAR would encompass 
countries from the Near East to Korea and Oceania. Two types of member¬ 
ships are contemplated - regular and special. Regular members will come 

from Asian countries such as those which are members of the three major 
regional organizations, the Economic Commission for Asia and the Far East, 
the Asian Development Bank and the Colombo Plan. Other interested parties 
may be allowed to join as special members. 

The ACTAR may be started by member countries of the Ministerial 
Conference for the Economic Development of Southeast Asia. 

The importance of the Center can be gleaned from two recent develop¬ 
ments: first , on September 21, 1970, a paper read before the National 
Tax Association Conference in Honolulu!/ recommended to that body "to 
concern itself with the proposed ACTAR, and to support it in getting 
established, considering the considerable merits of the Center; and 
secondly , on December 10, 1970, the General Assembly of the Asian Par¬ 
liamentarians’ Union held in Sa.igon, South Vietnam adopted a resolution 

“^Robert M. Kami ns, Tax Clearinghouse for Asia: ACTAR in the Asian 
Drama (A paper for the National Tax Association Conference, Honolulu, 
September 21,' 1970; mimeographed, p. 2). 
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endorsing the establishment of the ACTAR, noting the crucial role that 
taxation and tax reforms play in the economies of underdeveloped countries, 
requested the member nations of APU to support its establishment, and re¬ 
commended to the governments of the member nations to adopt the necessary 
legislation to pave the way for the establishment of ACTAR, 

CONCLUSION 

It is hoped that conferences such as this will lead to a fruitful in¬ 
terchange of information not only on the different investment incentive 
laws and policies of the participating countries but also on their exper¬ 
iences and problems in the administration of the some. 

The short-run benefit to the participating nations is the avoidance 
of undue competition among them which will only mean the loss of notentinl 
tax revenue by the governments — revenue much needed to implement their 
infrastructure development programs. 

In the long-run it is hoped that the reciprocal knowledge of the 
tax incentives and other investment policies of the participating coun¬ 
tries will lead eventually to a m^re coordinated and rational investment 
program for the region as a whole, based more closely on the natural en¬ 
dowments of the respective countries. 

Developing countries such as those represented here can ill-afford 
the luxury of unrestricted competition which could only lead to excess 
capacity in certain investment areas when there are still many other areas 
in dire need of investment capital. Moreover, unwarranted duplication of 
productive capacity will needlessly compartmentalize the potential market 
along national boundaries and thereby limit the extent by which specific 
industries con avail of possible economies of scale. 

While the creation of an Asian Common Market night still be in the 
distant future, it is not too early to start now on a limited scale. 

Cooperation in educational and cultural fields has been possible in 
recent years. Similarly, intra-regional cooperation on a commodity-by- 
commodity basis has been possible as in the recently established Coconut 
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Community, There seems to be no apparent reason why cooperation among 
tax administrators and economic planners cannot dimilarly succeed at this 
time. Based 0 n these recent successes, there should be no insurmountable 
barrier towards the establishment of an Asian Center for Tax Administra¬ 
tion and Research as herein proposed. 

RECOMMENDATIONS 

In view of the foregoing, it is recommended that: 

1. the countries represented in this Study Group assess their in¬ 
vestment incentive law3 with a view to ascertaining whether such have 
been worth revenues foregone in terms of developmental pursuits; 

2. Asian countries initiate and maintain on a continuing basis the 
interchange of information, knowledge and experience on taxation through 
appropriate means such as seminars and conferences; 

3. the creation of ACTAR be endorsed by the Study Group on Asian 
Tax Administration and Research to the Ministerial Conference on Economic 
Development which will met in Kuala Lumpur sometime this year; and 

k . a subsequent meeting be called by the Ministerial Conference on 
Economic Development to discuss the organization of the Center, its char¬ 
ter, financing and other related matters. 
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SGATAR/STA: SINGAPORE 


INCENTIVES FOR INVESTMENT IN SINGAPORE* 


Gentlemen: 

In 1959* two laws were enacted to introduce the Pioneer Industries 
(Relief from Income Tax) Ordinance 1959 (l of 1959) and the Industrial 
Expansion (Relief from Income Tax) Ordinance 1959 (2 of 1959). Problems, 
quite naturally, were encountered in the implementation of these hold 
schemes; consequently, the earlier legislation was repealed in 1967 but the 
substance of these legislations , with minor variations to cope with prac¬ 
tical problems met during the administration of the previous legislation * 
was consolidated and reintroduced under the Economic Expansion Incentives 
(Relief from Income Tax) Act 1967. This new Act deol3 comprehensively with 
incentives for: 

a) Pioneer industry; 

b) Expansion of established enterprises; 

c) Production for export' 

d) Foreign loan3 for productive equipment; 

e) Royalties, fees, and development contributions. 

Amendments, effective from November 1970, were subsequently brought into 
operation recently. 

1. In addition, some amendments were also made to the domestic law to 
assist the growth of existing trades, industries and investments; for ins¬ 
tance, allowance of accelerated depreciation under certain circumstances and 
exemption of'tax interest derived by non-residents on deposits with on 
approved bank. 

2. I will now give a few details on the various incentives presently 
available: 

a) Pioneer Industries (350) 

Provision is made in the Act for the Minister to declare 
any industry a pioneer one where he is satisfied that it is 
carried on in Singapore on a 3cale adequate to meet Singapore^ 

Speech delivered by the Delegate from Singapore. 
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economic needs and where there are favorable prospects for 
development. Issue of such certificates will he considered on 
receipt of application from companies which intend to incur 
fixed capital expenditure in the enterprise of not less than 
£$1,000,000 to produce the pioneer product. Profits derived 
from such an approved pioneer enterprise will be exempted from 
tax for a period of 5 years from ''production day 11 . In deter¬ 
mining the pioneer profits, deduction will be made for wear and 
tear (depreciation) notwithstanding that no claim for such al¬ 
lowances has been made. The exempted profits are arrived at by 
the application of normal accounting principles, 

However, where fixed capital expenditure of not less than 
S$1,000,000 is incurred in the tax relief period, it will be 
deemed to have been incurred on the day immediately following 
the last day of the tax relief period. In other words, pioneer 
profits of such companies would not be reduced by the wear and 
tear allowances. 

Besides the company being exempted from tax on its pioneer 
profits, shareholders who receive dividends paid out of the 
pioneer profits will also not be taxed on these dividends. 

Where there is an insufficiency of profits to give effect 
to wear and tear allowances in any one year the balance of the 
unabsorbed allowances my be- carried i’erward toj^set off against 
the profits of the immediately succeeding year and so forth. 

If there still remains a loss after the end of the tax relief 
period, this loss may be carried forward and claimed as deduc* 
tion against income derived from the new trade, which is deemed 
to commence after the lost day of the tax relief period. 

b) Expansion of Estab l ished Enterprises (l) 

TheMinister may approve a company as an "Expansion Enter¬ 
prise" which incurs new capital expenditure in excess of 
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S$10,000,000 on plant and machinery for the purpose of the 
manufacture or to increase manufacture of certain approved 
products likely to be of economic benefit to Singapore. 

The capital expenditure must be either for new equipment 
intended to increase production or improve productivity, or 
if second-hand, then it is required that the purchase of such 
equipment is economically justifiable and the purchase price 
is a fair open-market price. 

The tax relief period 3hall not exceed 5 years from 
"expansion day", i.e,, the day on which tie additional plant 
and machinery are put into operation. 

Here again the income cf the expanded enterprise is de¬ 
termined according to accounting principles, i.e., after al¬ 
lowing deduction for wear and tear. 

In the determination of what income should be exempt from 
tax, the income of the expanding enterprise should be compared 
with the income for the accounting year immediately preceding 
the relief period. If this income exceeds the income of the 
pre-relief period then the amount of the excess is not taxable. 

Like dividends paid out of pioneer profits, dividends 
distributed to shareholders of an approved expanded enterprise 
out of those profits will also be exempt from tax in the hands 
of the recipients. 

c) Prod uction for E xpor t ( 8) 

Provision is made in the scheme for granting tax incentives 
to approved export enterprises, i.e., companies which manufacture 
products for export or are engaged in deep sea fishing for export. 

To qualify for the incentives, an approved export enterprise 
must satisfy the following conditions: 

(l) for the first year, export of on approved product 
must not be less than S$100,000 and 20# of the 
total sales of the enterprise. 
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(2) for subsequent years, export must be not less 
than S$100,000. If exports drop below this 
S$100,000, relief is not given. 

The tax relief period for such approved export enterprise 
is 5 years commencing from the export year, if it is not a 
pioneer enterprise. If the enterprise is a pioneer enterprise, 
then relief will extend to 8 years with effect from ‘'production 
day 1 ’ for the pioneer enterprise. However, if the export enter¬ 
prise incurs fixed capital expenditure of not less than 
S$l,000,000,000 the tax relief period will be extended to 15 
years. 

Profits of the export enterprise will be determined in the 
same way as the profits of any other company. The export profit 
is then determined as a ratio of approved export soles over the 
total sales times the total profit. Having ascertained the pro¬ 
fit on export sales, exemption is granted as follows: 

(1) in the case of companies which have exported such 
products before, 90% of the increased export income 
over the average annual export profit for 3 years 
immediately preceding the date application was made 
for approval. 

(2) in other cases, full 90% on a sum to he determined 
by the Minister. 

Dividends paid to shareholders out of the exempted export 
income will also not be taxable. 

d) Foreign Loans for Productivity Equipment (l) 

Vfhere a company which is engaged in any industry, raises a 
loan from a non-resident for purchase of productivity equipment 
for the trade, the Minister may certify this as an approved 
foreign loan. The effect of this approval will be, that the in¬ 
terest payable to the non-resident lender on the loan would be 
exempt from tax. 

To qualify for exemption, the following conditions must 


apply: 
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(1) The foreign loon must not be less than S$200,000; 

(2) The productive equipment purchased and financed 
from this approved foreign loan must not be sold, 
transferred or disposed of without the written per¬ 
mission of the Minister, so long as the loan has 
not been fully repaid; 

(3) Provided, that exemption of the tax in Singapore 
will not result in increased tax liability on the 
foreign lender in his country of residence. 

The Singapore company which tal;es the loan is thu3 released 
from the obligation to deduct tax at the rate of UO? when paying 
interest to the non-resident lender. 

e) Approved Roaylties, Foes and^Development Contributions (2j_ 

To encourage an enterprise to use copyrights, scientific 
works, patents, designs, plans, secret processes, formulae, 
trade marks, licenses or other like property or rights, provision 
is made for reduction of the tax payable on approved royalties. 
Where a company engaged in any industry is liable under on agree¬ 
ment with a non-resident to pay royalties, fees or contributions 
towards research or development costs, the Minister may approve 
that the tax payable by the ncn-rcsident on such royalties is 
reduced from ^0? to 20$. Under certain conditions, exemption may 
be permitted; for instance if the royalties, etc., have been re¬ 
tained in Singapore to acquire ordinary share capital in the com¬ 
pany paying the royalties or where it is in the public interest. 

2. Amendments included in the domestic law, i.e., the Income Tax 
Ordinance, are: 

a) A non-resident individual or a non-resident company not 
carrying on business through a permanent establisliment in Singapore 
is not liable to tax on the interest payable on monies held on 
deposit in an approved bank in Singapore. This reduces the tax which 
used to be 1*0$, to nil. 
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b) Foreign employees exercising employment in Singapore for 
less than 60 days in a calendar year will not be liable to tax. 

Those who are employed for more than 60 days but less than 183 days 
in a calendar year ore 3till regarded as non-resident for income 
tax purposes, but they will bu taxed on their earnings at 15#. This 
again ij a reduction from the previous rate of 1*0#. 

c) All companies trading in Singapore will be allowed wear 
and tear allowances (depreciation) at the approved rates on capital 
incurred on the provision of plnjit or machinery for the trade or 
business. This rate of depreciation could in certain circumstances 
be accelerated to allow the whole of the capital expenditure to be 
written off in one year, i.c., 100# write-off. 

d) Expenditure incurred in the provision of plant and machinery 
utilized in manufacturing and processing of goods and materials may 
also be written off equally over 3 years. 

e) Interest on savings with the Fost Office Savings Bank and 

on certain specified Government bauds is exempt from tax, except where 
received as trading receipts (e.g., by financial institutions), then 
credit is given for half the tax. 

f) A shipping company is exempt from tax on the profits derive' 

from the operation of Singapore ships, i.e., ships in respect of which 

* 

a permanent certificate of registry has been issued in Singapore. 

g) To encourage building in specified areas, the land utilized 
for approved development projects will be taxed at the usual rates 
during the period when work is in progress in the some rmnner as atlv.::. 
building projects but refunds of the* property tax on land may be con¬ 
sidered on due claims. These refunds will be for the first six months 
since development is approved and a further waiver of one month for 
each storey of the new building. When completed, property tax will 
then be charged at the rate of 12# for 20 years instead of the usual 
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36 % applicable to other building projects. 

3. Double Taxation Agreements/Conventions have been signed with 7 
countries which have trading and other interests in Singapore. These are: 

Australia 
Denmark 
Japan 
Malaysia 
Norway 
Sweden and 
United Kindgora 

The agreements with the United Kingdom and Malaysia have been negotiated 
because of the historical associations of Singapore with these two countries, 
while the other agreements or conventions are with developed countries. 
Negotiations have also been initiated by or ore undeijtay with a few other 
countries and it is possible that one or two of then may be completed in 
the course of this year. 




- 3.1*3 - 


SGATAR/POSP:THAILAND 

SUMMARY OF THE INVESTMENT ZNCZWTCV^ IN THAILAND 


Thailand’s first effort with reference to incentive policies and measures 
to stimulate industrial investment vai the Industrial Investment Act of 195**. 
Although later proved to bu ineffective u\6 ivpjulcd, the Act did lay denm 
general policy that private industrial investment of both domestic and for¬ 
eign capital should nave Government support. Further, the principle wa3 es¬ 
tablished that incentive measures are required to attract industries and to 
raise the country's industrial output. 


The Present Incentive Act 


The extent to which the Government of Thailand uses the Incentive Act 
to attract investment can best be seen by examining the Investment Promotion 
Act of 1962 which has the following provisions: 

1. Approved industry exempt from import duties and business taxes 
on machinery, component parts and accessories used on industrial 
activities and other equipment and prefabricated framework for 
factory construction. 

2. Approved industry partly or wholly exempt from business taxes 
on imported products. 

3. New and approved industry exempt from income tax on profits for 
five years, beginning the firs*, accounting year business 3ells 
products or earns revenue. 

h . Approved industry may remit abroad ir. foreign currency loans 
from foreign countries, interest, profits, and currency which 
it is committed to pay for t> use of patent rights, incentives 
agreements, or other services of a third party. 

In addition to the above tax incentives, +he Board of Investment, which 
administers the investment incentive? orogrron for the Government of Thailand, 
is empowered by law to extend the following privileges end guarantees to the 
promoted companies: 

1. Approved industry shall receive a guarantee that the State will 
not initiate any similar industrial activity and will not trano- 
fer any private indust.r' to its ownership. 

2. If approved industry is a duly registered company or partner¬ 
ship, it shall be permitted ao own land for carrying on indus¬ 
trial activity to the extent the Board of Investments deems 
appropriate. This applies only to foreign owned companies, 
since Thai companies can own land anyway. 
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3. Approved industry may bring alien .skilled workers or experts 
into the country, together with their families, regardless of 
immigration law provisions. 

4. Exports of the approved industry's products shall always be 
permitted unless contrary to the national interest. 

5. When the Board of Investment deems it appropriate, certain 
special rights and privileges may be given to an approved in¬ 
dustry: prohibition or restriction of import of competitive 
products, increase of import duty on competitive products, 
and exemption from or reduction of export duty and business 
tax on products of an approved industry. 

Financing Assistance 

Financing assistance from the Government is from three sources: the 
Industrial Finance Corporation of Thailand, the Ministry of Industry and 
the Bank of Thailand. 

(1) The Industrial Finance Corporation of Thailand (IFC/T) was 
created with equity capital from domestic sources and it has received sub-, 
sidized loans raid budgetary grants from the Thai Government. Thu3, although 
not a Government Agency, it ha3 been heavily supported by the Government. 

The IFC/T has obtained its financing from sales of stock and by borrow¬ 
ing from many sources. Share capital has been subscribed by Thai banks, 
foreign banks, insurance companies and private individuals. Loan capital 
has come form the Government of Thailand, the Agency for International 
Development, the World Bank, the Asian Development Bank, and Kreditanstalt 
fur Wiederaufbau of the Federal Republic of Germany. Medium and long term 
credit is available from the IFC/T for deserving borrowers at rates varying 
from 9.5 to 10.5 per cent per annum. 

Industrial enterprises eligible for this assistance include those en¬ 
gaged in the manufacturing and processing of goods, mining, generation and 
distribution of electricity, transportation, tourist industry, construction 
and site clearing, and commercial agriculture. In practice, however, prior¬ 
ity is given to manufacturing. 

(2) Since 1964, the Department of Industrial Promotion of the Ministry 
of Industry has made loans to facilitate the operation and establishment of 
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small industries. Local private commercial banks coooperate in the adminis¬ 
tration of this loan program. Interest rates are 9 per cent for loans of 
from five to seven years. 

(3) The Bank of Thailend also cooperates with local commercial banks 
in assisting local investors to obtain favorable credit and loan terms, 
which are available for certain projects as approved by the Bank of Thailand, 
This is the local discount bill program, in which such investor can, by is¬ 
suing promissory notes, draw a loan from a local commercial bonk at a 1% 
discount. Participating commercial bonk3 as lenders and the Bank of Thailand 
as a guarantor of loons, ore sharing the risk, with the former to retain 2 
per cent, and the latter earning 5 per cent of the 7 per cent discount. 

Physical Facilities 

Relatively rapid industrial investment and growth in the private sector 
has, to date, been achieved without the Government's assistance in the ac¬ 
quisition of physical facilities. However, the need of investors in this 
area is increasingly felt. 

The Government, through the Ministry of Industry, has recognized the 
great difficulty being faced by private investors in acquiring appropriate 
and reasonably priced industrial sites and for some* years has planned to es¬ 
tablish an industrial estate north of Bangkok. 

Private interest in establishing industrial estates is also considerable. 
This activity is regarded as a promoted industry so that it will obtain pro¬ 
motion benefits. 

Assistance with Labor 

Investor assistance by the Government in the labor field consists of 
skill building through various training programs and the maintenance of an 
adequate supply of moderately priced labor through amicable labor relations. 

The Department of Labor has conducted several short courses which offer 
training in various industrial skills to the employees currently employed by 
the participating firms. Such courses have been conducted on a continuous 
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basis at the Institute for Skill Development, a kind of vocational school 
conducted under the auspices of the Department of Labor. 

Finally, the Government assists investors in their relations with 
labor by maintaining a high degree of labor peace. Labor unions ore, at 
the moment, not permitted and strikes are very rare. At the same time, the 
Government enforces a minimum wage and a reasonable amount of labor legisla¬ 
tion to protect the workers. 

Assistance With Management 

With the assistance of the United Nations Special Fund, an Industrial. 
Productivity Center was established in 1962 to provide management and tech¬ 
nical training. Over 2600 managers and technicians have received training 
at the center, which is under the supervision of the Ministry of Industry. 
During 1967-1971, groups of training specialists at the Center have been 
sent to industrial plants to provide advisory services and management train¬ 
ing, and work on industrial counseling service has been stepped up. 

P rotection From Foreign Competition 

Thailand's present policy is to provide a reasonable level of protec¬ 
tion from foreign competition through the tariff structure. The Government 
attempts to balance the interests of the consumer and the Government itself 
with those of industry, but generally speaking, industry is not allowed to 
suffer unduly. Situations in which excessive protection would be required 
are avoided by not promoting, or permitting, the establishment of grossly 
uneconomic industries. 

As with most countries, Thailand's customs duty structure is designed 
with two purposes in mind: revenue one protection. The revenue function is 
important since import duties account for over 25 per cent of total Govern¬ 
ment revenues. Thailand's average rate of duty is relatively high, about 
30 per cent on a CIF basis. 

In providing protection to local industry, the Government first examines 
the relationship between tariffs on raw materials, intermediate goods and the 
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final goods which are being produced in Thailand. There are instances in 
which these relationships are such as to discourage local industry, i.e. raw 
material or intermediate material rates are higher than final rates. These 
are corrected promptly. Then the Government looks at the rates on final 
products to determine whether they are sufficient to protect domestic indus¬ 
tries against excessive imports. If not, rates are raised. 

In extreme cases, the Government has resorted to quotas or out-right 
prohibition of imports, In those cases, there was little doubt that impor¬ 
ters were dumping in the Thai market. 

As already noted, the Government i3 anxious to protect the consumer as 
well as the local industry. Tariff protection or quotas/bans are generally 
not instituted until local capacity is sufficient to satisfy most of the 
market. In cases where unusually high duties are necessary for protection . 
the local factories may be required to guarantee adequate production and 
quality at prices which do not exceed import prices before local production 
begins. 


# * # # # 
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FISCAL INCENTIVES AND FOREIGN INVESTMENT IN THAILAND 

Historical Development 

Prior to the Second World War, foreign investment in Thailand was 
largely limited to the fields of trade and mining. Industrial activities 
at that time accounted for a very small proportion of national income ond 
centered almost exclusively on agricultural processing. 

The war and its aftermaths brought the need for industrialization and 
a greater degree of self sufficiency into sharp focus and the Government 
decided to take the necessary steps tc start a number of industrial enter¬ 
prises ranging from paper, gunny bag, plywood, sugar, and gloss containers. 

A policy was established then that the Government should pave the way for 
the private sector in industrial development. 

It was not until towards the end of the 1950 f s that a monetary and 
fiscal reform in Thailand began to have favorable impacts on economic 
growth and stability. With better and more favorable investment climate, 
the Government decided to shift its industrial policy in favor of private 
initiative and to promote foreign investment, the latter as a means to facil¬ 
itate the flow of capital and advanced technology from external sources. 

For the same reasons as in other Southeast Asian countries, it was felt 
that the pace of industrialization could be greatly accelerated through an 
investment incentive program. Such a program could also provide a measure 
to overcome many existing investment impediments like unfavorable tax struc¬ 
ture or excessive market risks which might take a considerably long time to 
overcome under the normal circumstance. 

Thailand's first effort to stimulate industrial investment through in¬ 
centive measures was the Industrial Investment Act of 195 1 *. For various 
reasons including the general economic and political conditions, the Act 
proved ineffective and had to be repealed in 1958. 
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The Incentive Program 

A new industrial investment act was enacted in I960 and subsequently 
revised in 1962. It is interesting to note the differences in the promo¬ 
tional privileges offered under the two Acts. 

Indust r ial Inv estme nt Act of I960 Industrial Investment Act of 1962 

Differences 


1. Approved industry exempt from 
import duties on machinery, 
component parts and accessories; 
reduction or exemption on mate¬ 
rials, tools and instruments 
and prefabricated frames and 
equipment for factory construc¬ 
tion at the discretion of the 
Board of Investment. 

2. No exemption from business taxes 
(equivalent to sales taxes, but 
collected at time of importation) 
on imported capital goods. 


3. No exemption from business taxes 
on exported products. 


4. New and approved industry exempt 
from income tax on profits for 
two years only, within first 
five years from date of issuance 
of promotion certificate. 

5. Approved industry may remit 
abroad in foreign currency only 
if it is repatriated investment 
capital or profit derived there¬ 
from. 


6. Approved industry exempt from 
import duty on raw materials, 
degree and length of time at 
the discretion of the Board of 
Investment, no exemption from 
business tax on import of raw 
materials. 


Approved industry exempt from import 
duties on all these items. 


Approved industry e. mpt from busi¬ 
ness taxes on machine .y, component 
parts and accessories used in indus¬ 
trial activities, ana other equip¬ 
ment and prefabricated framework 
for factory construction. 

Approved industry partly or wholly 
exempt from business taxes on ex¬ 
ported products for a specified 
period a c the discretion of the 
Board of Investment. 

New and approved industry exempt 
from income tax on profits for five 
years, beginning the first account¬ 
ing year business sells products or 
earns revenue. 

Broadened to include loans from for¬ 
eign countries, interest, profits de¬ 
rived from such loans abroad, and 
currency which it is committed to pey 
for the use of patent rights, incen¬ 
tives agreements, or other services 
of a third party. 

Five year exemption or part exemption 
of import duty and business taxes on 
imported raw materials. Since Feb¬ 
ruary 1967, only a one-third exempt.* r: 
of such duty and tax may be given tn 
any industry at the discretion of th • 
Board. But after September 1969, this 
privilege is no longer granted. 


Similarities 


1. Approved industry shall receive a guarantee that the State will not 
initiate any similar industrial activity and will not transfer any private 
industry to its ownership. 
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2. If approved industry is a duly registered company or partnership, 
it shall be permitted to own land for carrying on industrial activity to 
the extent the Board of Investment deems appropriate. This applies only \o 
foreign owned companies, since Thai companies can own land anyway. 

3. Approved industry may bring alien skilled workers or experts ir.tc 
the country, together with their families, regardless of immigration law 
quota provisions. 

4. Exports of the approved industry's products shall be permitted, 
unless contrary to the national interest. 

5. When the Board of Investment doens it appropriate, certain sprcial 
rights and privileges may be given to an approved industry: prohibition or 
restriction of import of competitive product, increase cf customs duty on 
competitive product, and in case of export, exemption from or reduction of 
export duty (if any) and business tax cn products of an approved Industry. 

The Investment Promotion Act of 1962 has provided a basic framework 
for investment promotion activities in Thailand up to the present time. 
Although the Act it3elf provides a more liberal incentive program than the 
I960 version, there have been strong indications that after a certain stage 
of industrial development, a reduction in incentives may be appropriate. 


Indu strial Promotion and the National Economic Development Plan 

Thailand launched its first six year national Economic Development 
Plan in 1961. The plan spelled out the national development targets and 
economic policies to achieve the desired objectives including the policy 
to encourage private industrial investment through incentives. The First 
and the Second Plan (the latter for 1967 - 1971) were somewhat similar in 
scope and addressed themselves mainly to the public development projects. 
They did n'Jt make a 3erious attempt to establish industrial targets in 
terms of productive capacities nor recommend specific programs or measures 
to accelerate industrialization beyond those already available under the 
existing institutional arrangements. 

The thinking at the time was that the industrial sector should be 
left to private initiative with minimum government interference. The 
Government might guide the flow of private investment under its incen¬ 
tive system but should not get involved in other aspects of industrial 
planning and development. Such an approach is now being reappraised, 
and there seems to be a strong movement in favor of specific industrial 
targets and development programs in the national plan. 
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The economic planners of Thailand have, from the very beginning, 
attached great importance to the creation of a favorable investment climate. 
Political and economic stability have been Bingled out as the key factors 
for economic development in the private sector. Incentive measures under 
the Investment Promotion Act may be effective to a certain extent but they 
do not and cannot compensate for ether shortcomings. The long-run policy 
is, therefore, to find ways and means to improve the existing structure 
and system in a manner that would lessen reliance on special incentives in 
the future. 

A case in point is a current program to bring about improvement in 
our fiscal and monetary system as a means to mobilize saving for invest¬ 
ment in desired areas. Expansion and coordination of government and pri¬ 
vate activities which would assist industrialists in obtaining the neces¬ 
sary capital, technology, and managerial know-how are also an attempt in 
the same direction. 

Past Pattern of Industrial Development 

Industrial development in Thailand since i 960 has followed a certain 
pattern. New industries were first attracted into the area of import subs¬ 
titution to take advantage of the existing local market which is adequate 
to support domestic production of many types of consumer goods. Agricul¬ 
tural and mineral processing also attracted substantial new investments 
thus increasing the export earnings of Thailand from the primary serttor. 

New consumer goods industries, of course, tend to start a backward 
linkage effect and provide new investment opportunities in the raw material- 
based industries. This is quite apparent in ouch productive activities as 
synthetic yarn, tin plate, chemicals, and packaging materials. 

In the raw material based industries, economy of scale becomes a 
critical factor. Consequently, the opportunities for investment in this 
area are more limited. There is also a limit on purely import-substitu¬ 
tion industries in view of the relatively small domestic market in terms 
of purchasing power. 
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New Emphasis on Export-Oriented Industries 

It Is because of this limitation that Thailand has shifted its 
emphasis on investment promotion to industries which depend mainly on 
indigenous raw materials or those with high labor content. It is be¬ 
lieved that such industrial activities will be more oriented towards ex¬ 
ports because of their competitive advantages. 

The past pattern of industrial development in Thailand has come 
about more by accident than design. It is fair to ask the question, 

"Why is Thailand not more outward looking like some of her neighboring 
countries, namely, Singapore, Korea, and Taiwan?" 

A number of factors may be attributed to Thailand's past approach 
to industrialization. Among them are the following: 

(1) Lack of pressure to produce industrial output for export be- 

i 

cause of the favorable foreign exchange position and high export ear¬ 
nings from the agricultural sector, 

(2) Inadequate incentives to export and lack of institutitional 
arrangements to promote industrial exports effectively, 

(3) Excessive taxes on production which render manufacturing 
costs prohibitive for international competition. 

As Thailand enters the new development decade, its foreign exchange 
position is less favorable. A decline in international reserve which 
started in 1969 is expected to continue at least for the next few years, 
due partly to our stagnant exports and partly to a decline in foreign 
spending in Thailand. The need to diversify and increase our exports 
from tht industrial sector becomes increasingly apparent. It is equally 
obvious that some structural and policy changes will be needed to make 
the industrial export drive more effective. 

Geographical Distribution of Industrie s 

Another pressing problem is the need to geographically distribute 
industrialization to provincial areas. To be sure, many industries 
like agricultural processing and mining find it desirable to locate their 
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factories close to the raw-material sources. But most manufacturing in¬ 
dustries tend to concentrate around the capital and port city and there 
is an apparent need to bring the industry out into rural areas. 

In the cose of Thailand, Bangkok is the growth center. There is 
no comparison between Bangkok and other Thai cities in terms of infra¬ 
structural facilities. Naturally, the industry will not move to a re¬ 
mote area if it is not economically desirable to do so. New growth 
centers must be developed in other parts of the country to stimulate the 
geographic distribution of selected industries. 

The Role of Foreign Investment 

Manufacturing activities, especially those with foreign cooperation, 
have been most dynamic in the Thai economy, registering an average annual 
growth rate to over 10 per cent in real terms during the past decade. 

The industrial growth compares favorably with other sectors including 
agriculture and trade and has made it possible for the manufacturing sec¬ 
tor to increase its share of contribution to national income from about 
12? in I960 to nearly 15? in 1969. . 

One of the major reasons behind the industrial growth in Thailand 
is the active response of the local and foreign investors to the Invest¬ 
ment Incentive Program first launched by the government in 1969. Under 
this program, approximately one billion dollars have been approved and 
approximately three-fourths have been invested in enterprises dealing 
with agriculture processing, manufacturing, mining, transport and tou¬ 
rism. The remainder is in the process of implement at icn. 

Although capital participation from external sources has accounted 
for only one third of total equity investment in our promotion program, 
its. relative contribution is much greater in terms of industrial techno¬ 
logy, labor skill improvement and managerial know-how. This is quite 
evident in many leading manufacturing activities: from such highly labor- 
intensive industries as garment accessories and watch dials to capital 
intensive activities like oil refinery and steel rolling mill, from 
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inport-substitution type like textile and sheet glass to export-oriented 
type like food-conning and wood products. 

The industrial sector of Thailand has aleo relied substantially on 
external credit to finance its capital requirements. Much of this comes 
in the form of suppliers 1 credit on machinery and equipment with the 
terms of repayments varying from 5-8 years and interest rate at 5-62. 

Because of the difficulty in raising equity capital for industrial 
investment, this sector is being developed with a relatively high finan¬ 
cial leverage. On the average, industrial projects under the Board of 
Investments promotion program have the debt equity ratio of about 3.3 
to 1. 

Over 20 different countries take part in the industrial development 
of Thailand as foreign investors. The lea ling investing nations are Japan, 
the United States and the Republic of China in that order. 

Most or nearly all foreign investment in promoted industry has taken 

place in the fora of Joint ventures. Cut of nearly 500 new enterprises 

under promotion, only 26 represent 100? foreign investment. The present 

policy in to encourage Joint ventures -n a more equal basis as the lodal 

industrial sector get3 stranger* Politically and socinlly, industtin.lv 

cooperation on a Joint venture'basis is likely to prove more stable and 
more stable lasting. 

Foreign investment has also contributed substantially to the balance 
of payments of Thailand. The Bank of Thailand reported that the annual 
inflow of foreign capital during the late 1960*3 exceeded the outflow by 
about 50 million dollars. The equity capital from foreign sources regis¬ 
tered at the Bank of Thailand also shoved an upward trend with a peek 
inflow of about 30 million dollars in 1968. 

Japan which is the leading foreign investor in Thailand attracts 
special attention. The presence of Japanese in Thailand is conspicuous 
not only in industry but in export-inport, in wholesale trade, in bank¬ 
ing and services as well. The situation has raised fear among many ob¬ 
servers about possible Japanese economic domination. To be sure, Japanese 
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business policy is highly aggressive and market-oriented, a great deal 
more than their western counterparts. Their ways of doing business which 
are effective sometimes cause resentment from their competitors. It is 
not surprising therefore, that 3ome business interests would occasionally 
attempt to promote nationalism as a shield against Japanese competition. 

The broader base of manufacturing industry has also produced a strong 
movement for protectionism. This feeling has become apparent in a few in¬ 
dustries and could be extended to others if such a movement proves effect¬ 
ive. 

Nationalism and protectionism may have their place in the process 
of industrialization as long as one can look at the problems objectively 
and moke the decisions accordingly. Our effort to industrialize the eco¬ 
nomy could however, be hampered if we should be carried away by emotional 
and irrational considerations. Fortunately, the authorities in Thailand 
Beem to be well aware of the extent rf economic nationalism that Thailand 
should realistically follow. 

Basic Policy Questions 

Interactions of many moving forces, both rational and irrational, 
have led to a number of dichotomies in investment promotion. These dic¬ 
hotomies will be identified and discussed. The investment process is 
so dynamic that continuous examination of policy and promotional strategy 
is desirable in order to cope with changing requirements. 

The Need for Foreign Investment vs. Nationalism 

The first dichotomy is the need for foreign investment in Thailand 
and the fear of foreign economic domination. On the one hand, we welcome 
foreign capital, technology and managerial know-how to accelerate and 
modernize our industrial sector as well as to make Thailand and especial¬ 
ly Bangkok the business center of Southeast Asia. On the other hand, 
some of us fear economic domination from external sources and resent eco¬ 
nomic freedom cf the foreign business community. It is a simple case 
of nationalism vs. internationalism and firm decision must be made by the 
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political leaders. This issue is further complicated when we bring our 
aspirations for regionalism into consideration. 

Argument has been advanced in favor of nationalism on a selective 
basis. Such economic activities ns natural resource exploitation, com¬ 
modity trade, banking, agricultural rrocesslng ana domestically already 
well-established industries, should under this policy be reserved to 
Thni nationals. Others would like to see a mere protectionist policy by 
requiring all new business and industrial ventures to have Thai investors 
in a majority ownership. Yet, a counter argument is also made to the 
effect that if we want foreign investment which we do, we must adopt a 
completely open-door policy. Foreign investment promotion would never 
work effectively on a half-hearted basis. 

Some of our neighboring countries have insisted on local majority 
ownership in all investment projects in order to avoid problems and dif¬ 
ficulties. Whether this is thj best apnroach is subject to discussion. 
Thailand’s position is that vc should be more flexible and onen-ninded. 
Majority ownership does not necessarily neon a control in management, 
nor does it give a better assurance fo** its success. A multitude of 
factors must be considered in order to evaluate the long-term contribu¬ 
tion of nn investment project. r r. so; > eases, like an electronic assemb¬ 
ling industry for export which is highly labor-intensive, 100^ foreign 
ownership may be allowed. This ray be the only voy to bring in such en 
industry. In other cases, foreign investors may consider a majority hold¬ 
ing initially but should allow the local investors to take a greater share 
of the enterprise after a certain period of time. 

The current policy in Thailand is therefore to ? strike a balance in 
foreign investment by encouraging greater participation from foreign 
countries and by discouraging complete control of a particular industry 
by a single foreign nation. 

Diversification of foreign investment has however, not been very ef¬ 
fective under the present political condition in the region. Many western 
investors may have begun to adopt a wait-and-see attitude and may be holding 
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back their investment plans until the political situation becomes more 
clear. If political stability does not return to the region, foreign in¬ 
vestment in Thailand in Asia nav come from Japan even to a larger extent 
because of the Japanese investors' greater risk-taking willingness. 

Outward-Looking vs. Inward-Looking Policies 

The second dichotomy concorns the relations between imnort-substitu- 
tion and export-oriented industries, or the inward-locking vs. the outward¬ 
looking policies. Previous industrial investment in Thailand has been 
largely oriented v swards import substitution. Such pattern of industrial 
development could be accented and encouraged in the initial stage of in¬ 
dustrialization. But it could not be carried out indefinitely. Inter-• 
nally oriented industrial investment in developing countries is limited 
by a domestic market and, in most cases, will require tariff protection 
against competition and dumping from external sources. Such protective 
requirement will be even greater in an economy which depends largely on 
tariffs as a source of public revenue. But excessive protection in the 
industrial sector may run a danger of making the next stage of development 
more difficult duo to higher costs of production permissible in m over- 
protected industry. 

Developing countries are therefore, urged to be more outward looking 
in their industrial exports through various forms of fiscal incentives. 

Such a policy would offset the danger arising from over-protection and 
assure better utilization of our economic resources with benefits accru¬ 
ing as a result of economics of scale. 

Export incentives combined with tariff protection have been used 
effectively by many countries in their industrialization program, moQt 
notably Japan, Korea and the Republic of China. The effectiveness must 
however; be conditioned by a proper selection industrial activities. 
Naturally, developing countries can be more competitive in industries 
with higher labor content or those which depend mainly on competitively 
priced indigenous raw materials. 
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Export incentive does not necessarily mean subsidy payment to the 
exporters. What is needed is a system which will enable the industrial 
producers for export to avoid absorbing high taxes or duties in their ' 
cost of production. The need is of course more apparent in a high-duty 
economy like Thailand. 

An alternative in extending the market boundaries beyond the national 
geographical line has been sucrested in the form of regional industrial 
cooperation and harmonization program. This program coll3 for specializa¬ 
tion in specific industrial activities by each member country in the region, 
and sharing the market with each other through trade preferential system. 

For example, the ASEAN countries nay decide to undertake an industrial co¬ 
operation program by investing in five different industries, one in each 
country, on a scale large enough to surely the ASEAN region. The indus¬ 
tries could be paper pulp, food processing, automotive parts, rubber pro¬ 
ducts and iren and steel. 

A cooperative program for regional or sub-regional industrialization 
has been under exploration and study by the ECAFE. This effort is cor- 
mendable but much more is needed to bring the political leaders to a con¬ 
ference tabic to discuss this program seriously. Regional cooperation in 
Southeast Asia is still in its early stage of development and the member 
countries seem to be content at the present tine with low-cost, low-risk 
projects such os Joint training and research program. Joint promotion 
activities, and regional exploration surveys. Perhaps we wish to get our 
feet wet first before Jumping in. 

An Integrated Program for Industrial Development 

The third problem deals with the role of the Government in promoting 
industrial development. Our economic planners and those who are responsi¬ 
ble for guiding the flow of private investment have long advocated labor- 
intensive and agriculture-based industries. Yet private investors, both 
local and foreign, do not give this type of industry its deserved atten¬ 
tion. Foreign investment in particular appears to be more concerned with 
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producing for the domestic market and some even make an investment here 
with a stipulation on its partners that they will not he allowed to 
find a market outside of Thailand. 

Such a stipulation should be overcome or invalidated but the question 
remains whether the private sector needs greater support and assistance 
from the Government in order to fulfill our objectives. 

Greater fiscal support and understanding from the Government and its 
tax collecting agencies are being requested by the industrial cntemrises. 
An argument is advanced that export-oriented industries, to be successful, 
must be able to obtain full tax rebate on their experts and obtain it at 
the shortest possible tine. The Customs Department should also be more 
understanding with regard to the needs and requirements of industrial 
producers in working out a rebate formula. The Revenue Department can 
also be more sympathetic in its legal interpretation and in business tax 
collection. The 1.1% business and municipal taxes on every level of out¬ 
put can put tremendous financial strain on industrialists especially in 
3uch industries as textile. A high rate of business taxation tend3 of 
course to favor vertical integration. Perhaps business tax on value- 
added should be used to overcome the existing problem. Accounting diffi¬ 
culty in the value-added system may be a ble33ing in disguise, for it nay 
provide useful information and make tax evasion a bit more difficult. 

Greater budgetary support from the Tovcrnnent nay also be necessary 
in the industrialization program especially in the development of indus¬ 
trial estates and bonded manufacturing areas tc promote exports. One can 
oaeily understand the difficulties of the government in allocating limited 
financial resources to public development projects, but industrial estates 
are also an important infrastructure for industrial development. 

Industrial parks and export-processing zones are in fact self-finan¬ 
cing in the some way as public utilities. Perhaps the best way to realize 
this objective is to set up an independent organization responsible for in¬ 
dustrial estate development in the kingdom. Such an organization 
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can get initial funds from the government but can obtain long-term loans 
from external sources for its development program. 

Local industries can also be developed more rapidly with a successful 
diversiflentil in the agricultural sector. Some of our industries exper¬ 
ience difficulties in obtaining adequate supplies of agricultural raw 
materials because of a Blow response from the primary sector. The prob* 

lems can be attributed partly to market inperfections and partly to in¬ 
adequate research and extension services. Astrong effort to overcome 
these obstacles nay constribute significantly to our industrial develop¬ 
ment. 


Concluding Note 

Foreign investment has undoubtedly been a dynamic force in the deve¬ 
lopment of Thai industries and its contribution is expected to continue 
for a long time. The question is not whether foreign investment is need¬ 
ed but how foreign capital and technology should be put to work in the 
economy of Thailand. 

Past performance of foreign investment has not been one of unmixed 
blessing. While many industrial successes are due to foreign cooperation, 
some mistakes in private investment decisions have also been made. This 
is perhaps part of the free-enterprise system. The encouraging note is 
that we can always learn from our past mistakes and the knowledge can be 
used to avoid future failures. 

Looking back over the past decade of industrial development, we feel 
that our investment promotion policy should be reshaped in the following 
manner in order to answer more effectively the needs of the nation: 

1. Foreign investment should be welcome and promoted on a selective 
basis. Its contribution to the national economy in terns of income and 
employment must be substantial to Justify governmental support. Assembly 
type industries would be ruled out except in the case of labor-intensive 



items for export. Furthermore, foreign participation should serve to 
supplement and strengthen local effort, not to overwhelm it. 

2. How investments should be more outward-looking or oriented towards 
exports. Such projects must of course benefit from comparative advantage 
and from economies of scale. In the case of Thailand, our strength is 
associated with labor, agricultural supplies and mineral resources. Abili¬ 
ty to trade internationally is the ultinate test of industrial efficiency. 

3. Industrial development should be promoted on a regional basis to 
overcome the market limitation. Major industrial powers should also be in¬ 
vited to cooperate in our regional endeavor. Although regional industrial 
cooperation in Southeast Asia is still at the exploratory stage, there is 
much to be gained from the Joint efforts. The pace should be accelerated. 

k, While industrial development must become more important, the ag¬ 
ricultural sector will remain economically, socially and politieallv domi¬ 
nant for many years in the economy of Thailand. This does not mean however, 
that the government should not extend its efforts in promoting industriali¬ 
zation. Much can still be done to provide better services and assistance 
to private enterprises. In this respect, developed countries can be more 
cooperative in providing economic and technical assistance to enhance our 
capacity to assist the private sector. 

5. Most developing countries are looking for ways and neons to 
mobilize private saving into productive investment. Attempts are made to 
promote general public participation in business and industries through 
public sales of stock and securities. Such an approach requires public 
confidence in the corporate management and foreign investors c^-n piny an 
important role in promoting the local capital market. Established foreig* 
companies always attract public confidence and they should capitalize on 
it to induce public capital participation. 

The policy considerations 03 outlined above are not unreasonable. 

They take into full o.ceount the fQct that foreign investment is a business 
decision and must be made in view of the business objectives. Foreign vi 
vestment must have an adequate rate cf return and security but wo as a 
nation should rightly expect to equitably share in the benefits from our 
Joint efforts. 



SGATAR/POSP: VIETNAM 


. A SUMMARY OF FISCAL INCENTIVES TO PROMOTE INVESTMENTS 
IN IRE REPUBLIC OF VIETNAM 

Investment is undoubtedly a decisive factor for economic develop¬ 
ment of countries in Asia nowadays. We11 aware of this need, the govern¬ 
ment of the Republic of Vietnam has been trying to adopt various measures 
in order to promote local ns well as foreign investments. One of the 
most effective means has been found to be the offering of fiscal incen¬ 
tives to investors. 

I. Historical Background 

Since the founding of the Republic, the government has been looking 
into the problem, but the policy was rot clearly written down until 1957 
with the Presidential Declaration on Investment in Vietnam. The results, 
however, were not quite satisfactory aid the government decided to adopt 
a more liberal policy with the introduction of Decree-Law No. 2/63 in 
February 1963. The application of the Decree-Law created a much more 
favorable climate for investment. But as time passed, there was realized 
a growing demand for more incentives in order to at bain the necessary 
amount of investment, so that in 1970 the President sent a new bill to the 
National Assembly reviewing all measures to encourage investments. This 
Bill is expected to be passed in the coming months. 

A. 1957 Presidential Declaration on Investment * 

The President, for the first time, declared that the policy of the 
government is to encourage investments in those activities that fulfill 
the objectives set up in the national economic development plan and to 
invite foreign investments to contribute towards this end. The Presi¬ 
dential Declaration was followed by the announcement of many tax exemp¬ 
tions. granted to investors, and of an exchange policy favorable for 
foreign investments. 

B. Decree-Law No. 2/63 

The Decree-Law which is now still in effect, includes tax exemptions 
for. investors, guarantees from the government, end a more liberal exchange 
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policy. Tax exemptions cover the period of implementation of the pro¬ 
ject as well as the period of operation. The government guarantees utiat 
investments vill not he subject to any nationalization measure for a 
minimum period of fifteen years from the date of approval. Exchange 
facilities for foreign investors concern with the transfer of profit 
earned and of disinvested capital. 

C. Hew Bill 

According to Decree*-Law Ho. 2/63, taxes are exempted for a period 
from two to five years nhd there is certain limitation as far as the 
amount of profit transferred is concerned. The new hill includes exemp¬ 
tion of taxes as stated hy Decree-Lav No. 2/63 hut with a longer period 
which could extend to another five years or longer. The hill also 
covers many other taxes that were not mentioned in the actual legisla¬ 
tion. The list of guarantees includes government protection of local 
products which could he competitive in price and quality against foreign 
products. Also there would he no limitation imposed on the transferred 
profit of the enterprise, 

t 

II. Fiacal Incentives Offered 

The review of the application for investment privileges is now 
being taken cored of by the Investment Commission which consists of the 
following members: 

The Minister of Economy - Chairman 

The Representative of the Minister of Finance-Member 

The Representative of the Minister of Agriculture- Member 

The Director General of Planning -Member 

The Director General of Taxation - Member 

The Director of the National Exchange Office —-— Member 

The Director of the Industrial Development Center- Secretary 

The projects are analyzed following various criteria established 
according to the national economic development plan, ouch os the utili¬ 
zation of local raw materials, the exploration of natural resources, 
the support for agricultural activities, the development of export 
oriented industries, the creation of Jobs, etc. 

The tax exemptions listed are as follows: 
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- Exoneration from stamp duties on deeds for the formation of 

enterprises; 

- Exoneration from registration fees for borrowing deeds; 

- Waiving of quarterly installment pnynents of income tax on 

securities; 

- Exemption from import, duties on equipment and spare parts; 

- Real estate tax holiday; 

- Exemption from real property tax on crops (for agricultural 

projects); 

- Exemption from land surface and volumetric royalties (for 

mining projects); 

- Profit tax holiday; 

- Tax exoneration for securities income in favour of distributed 

dividends; 

- Tax exoneration for securities income in case t>f capital 

increase; 

- Income tax holiday for technicians' salaries and stipends; 

- Provision for cases of deficit financial year; 

- Special privileges for investments of exceptional interest; 

•• Principle of additional amortization allowance (20? for the 
first operating year); and 

- Profit tax exoneration for built-up reserve funds. 

During the last decade we have experienced many problems and various 
solutions have been introduced. We have also exerted special efforts 
to review this promotional policy. It is our hope that we can share 
these experiences with all of you, as we will learn much from your ex¬ 
periences during the valuable discussions in the next few days. 


« * -t * o 
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SGATAR/CLREM: INDONESIA 


INDONESIA 

Mr. Chairman, Your Excellency, Distinguished Delegates and 
Observers: 

We are now coning to the end of our Meeting, which has proved to 
be rather exacting. However, it is our opinion that although we did 
not arrive at a consensus regarding the establishment of a permanent 
body in the framework of regional tax cooperation, this meeting unden¬ 
iably has borne fruit, which will certainly be useful to all of us in 
the performance of our respective functions. More important than men¬ 
tioned results is that in the course of the sessions, where real frank¬ 
ness and objectivity were displayed, ties of friendship and brotherhood 
were forged as well, to the effect that the*<e will create greater under¬ 
standing amongst the participating countries in the future. These 
achievements will endure in spite of all the existing differences which 
are consequences shaped by the varied conditions of the countries con¬ 
cerned. We expect that these differences may indeed stimulate increased 
efforts in resolving these contradictions in the light of regional coope¬ 
ration. Especially with regard to our distinguished friend from Japan, 
a nation which is far ahead in development in comparison with its south¬ 
ern neighbors and which nowadays assumes the position more of a capital 
exporting country rather than a developing one, we do hope that although 
its interests sometimes might deviate from the interests of other Asian 
countries, no barriers will necessarily bo constituted in this regional 
cooperation issue. We further hope that each of us, when we are back in 
our respective home countries, will prepare u persuasive and convincing 
report to our governments to reiterate the need for a meeting such as 
has been conducted. We are looking forward to the next Ministerial Con* 
ference to be held in the near future. We are inspired with optimistic 
expectations that this coming Ministerial Conference will be in a better 
position to take more concrete decisions than we are now. 
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Last but not least, ve wish to express our deepest respect and 
gratitude to our distinguished and honorable Chairman. 

We also viSh to express our gratitude to our host and not the least, 
to the honorable Secretary General for the excellent work during the 
course of the Meeting. 
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SGATAR/CLREM: JAPAN 


JAPAN 

His Excellency, Secretary of Finance Mr. Virata, Honorable Chairman, 
Mr. Loyola, Distinguished Delegates and Observers, Ladies and Gentlemen: 

On behalf of the Japanese delegation and myself, I would like to 
extend our sincere congratulations on the remarkable success of this 
Study Group Meeting. 

May I also express our deep appreciation to the Republic of the 

Philippines who played such an important role of hosting this meeting. 

Let us also extend our sincere thanks to Mr. Chairman who 
has conducted this meeting in such a wonderful and efficient 
manner , My appreciation also goes to Secretary General Yoingeo 

and all the members of the Secretariat whose intensive and 

efficient arrangements have greatly contributed to the successful 
outcome of this meeting. 

I must say, Mr. Chairman, that it was our distinct honor that wo 
have been given the opportunity to pay a courtesy call on His Excellency 
President Marcos. 

First of all, Mr. Chairman, we appreciate the appropriate selection 
of the subject discussed, that isj "Fiscal Incentives to Promote Foreign 
and Domestic Investments" which is crucially important for all of the 
member countries. 

Further, we would like to refer to the hard work and frank exchange 
of views on the subject during this meeting from which we found in for** 
mation beneficial to member countries. 

It is true that at an early stage some different vievrs and obser¬ 
vations on each item^ were stated but thanks to the frank exchange of 
views and to the cooperative efforts of the delegates from fche member 
countries, ve are now able to submit a satisfactory anu conclusive re¬ 
port to the coming Ministerial Conference, which may be cited as a shi- 

* 

ning example of work-accomplished on a cooperative basis in this region. 
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It is my sincere hope that meeting b of this hind will he held^from 
time to time in the future, provided that there is acknowledgment of 
its usefulness by all of the member countries. 

Further, I would like to refer to the documents and the materials 
prepared by the government of the Republic of the Philippines end other 
governments which quite useluily served as supplementary information 
and I do hope that each member country will continue to moke efforts 
in providing such valuable information. 

With respect to our seminars being conducted in Japan, we are 
willing to respond to the suggestion from member countries, and will con¬ 
tinue to engage in dialogues on a bilateral or multilateral basis. We 
stand ready to accomplish our part together with member countries, in 
support of the common objectives and aspirations towards the effective 
implementation of taxation for economic development, in this region. 

In conclusion, I wish to extend our sincere appreciation cnco again 
to the Government of the Republic of the Philippines and the Staff of tb * 
Secretariat for the arrangements and 3plendid hospitality extended to us 
during our stay in your beautiful country. May I extend my best wishes 
to the people of the Philippines for their continued progress and 
prosperity. 

Mngkita muli toyo ! 
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SGATM/CLREM: KHMER 


KHMER REFJBLIC 

Mr. Chairman, Your Excellency, Distinguished Delegates, Ladies and 
Gentlemen: 

After six consecutive days of hard work, this meeting ends today 
crowned with expected success. 

This success is due, first of all, to the spirit of cooperation and 
fraternity which has predominated from the beginning to the end, the 
atmosphere in which this work vo3 pursued. The willingness of all the 
delegations from Asian countries to undertake a coordinated effort in 
order to achieve a common objective has created excellent incentives 
for this meeting. 

But this success is equally duo to the competence and varied ex¬ 
periences of all the distinguished delegates in the fields of economics 
and public finance in their respective countries. It is also largely 
the result of the efforts exerted by the Government of the Hepublic of 
the Philippines and her delegation in setting up a highly efficient 
organization and in providing the best working facilities. 

Finally, another factor for the success of this meeting which can 
not be underestimated, is the dynamism and broadmindedness of our 
amiable Chairman, the Honorable Congressman Artemio Al. Loyola, and 
Secretary General, to whom we would like to offer our sincere compliments* 

Although I was not able to actively assist in the work of this 
meeting, being merely an observer, I have followed closely and with 
great interest the debates and discussions during the working sessions. 

My delegation has noted with great satisfaction the results of 
the work accomplished as it has been i hated in the minutes finally 
adopted this morning. Our attention hoc been principally attracted to 
the importance of the exchange of views on experiences acquired in the 
different countries of our region in the field that interests us. That 
should constitute m important step towards a more fruitful cooperation 
on a regional, basis, even if no concrete resolution or proposition hnr 
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yet been adopted at this stage. We subscribe to the idea of periodically 
organizing conferences and seminars in the region in order to allow each 
of our countries to acquire the necessary information and to profit even¬ 
tually and reciprocally from researches made and experiences gained in 
the field of fiscal politics in other countries. 

We have particularly noted the advantage for all Asian countries of 
establishing a permanent center to act as a clearinghouse for the ex¬ 
change of information. 

In our opinion, this center, to be feasible, should be first con¬ 
ceived on a modest scale in the sense that its activities would not re¬ 
quire too heavy expenses. Wc are happy to note the interest expressed 
by the majority of the delegates over the proposal of the Philippine 
delegation to this effect and we feel that it i3 reasonable to proceed 
with a more detailed study of the matter so that it may be submitted to 
our respective governments for consideration. 

Furthermore, apart from the work itself of this meeting, I would 
like, in behalf of my delegation, to renew our gratitude to the govern¬ 
ment of the Republic of the Philippines for the welcome and hospitality 
which helped to reinforce this spirit of cooperation and friendship 
among brother countries represented here. 

In this regard I would like to mention among others, the generous 
solicitude of His Excellency, President Ferdinand Marcos, President of 
the Republic of the Philippines, His Excellency* Senator Gil J. Puyat, 
President of the Senate and Hi 3 Excellency, Jose B. Laurel, Speaker of 
the House, who despite their heavy daily tasks, graciously welcomed us 
in their offices and encouraged us in our efforts. My delegation, like 
the others, has been extremely touched. 

In 3hort, if we are to soy in one statement our impression at the 
end of this meeting, I would just 3 ay that in view of the mission assign¬ 
ed it by the Fifth Ministerial Conference in Djakarta, this meeting has 
achieved a great success. 

I thank you. 


* # « # # 
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SGATAR/CLREM:LAOS 


LAOS 

Your Excellency, Mr# Chairman, Fellow Delegates, Ladies and Gentlemen: 

Now that we are concluding our proceedings I am pleased to Join my 
Colleagues to congratulate wholeheartedly the Philippine authorities for 
having sponsored most efficiently this very informative and fruitful 
conference. 

They have been pleasant company and this i3 not the‘least of their 
achievement for they have given each and all of us the distinguished 
opportunity of beinG welcomed by His Excellency, the President of the 
Republic of the Philippines. We were also very privileged in being intro¬ 
duced to the Speaker of the House of Representatives and the President 
of the Senate. 

With regard to the discussions aud findings of 5ur Stxidy Group, we 
are thankful to the Chairman for his fairness and competence in presiding, 
and also to the Secretary General for his most enlightened advice and 
guidance. 

On the whole, the talks have been very constructive - we have all 
been immersed in a cross fertilization of ideas on the subject of Tax 
Incentives. Since we are promoting regional cooperation may I emphasize 
one important requirement, however repetitive it may sound. It is our 
official standpoint that international cooperation .and especially regional 
cooperation can only exist- and flourish through harmonization of develop¬ 
ment plans on a multilateral basis to avoid mutually destructive competi¬ 
tion and duplication of investments, as well ps through exchange of infor¬ 
mation on domestic markets, on availability of raw materials in an attempt 
to bring about common projects, making the best use of the resources of 
each participating country. 

So, it is a matter of satis faction that even on the somewhat contro¬ 
versial issue of the clearinghouse, there has prevailed the spirit of 
regional cooperation so we can contemplate further discussion on this topic. 
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In this connection, may I be allowed to express a very personal 
feeling and opinion* The idea appears to me a very imaginative one al¬ 
though being subject to procrastination. That does not reflect in any 
way on the inventiveness of its sponsor* And I am confident that we 
shall somehow be able to capitalize on it. 

Thank you. 

###*## 
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SGATAR/CLREM: MALAYS! 


MALAYSIA 

Mr. Chairman, Your Excellency, Distinguished Delegates, Ladies and 
Gentlemen: 

% delegation would like to be associated with the sentiments 
expressed by previous speakers on the great success of this meeting of 
the Study Group on Asian Tax Administration and Research. There is no 
doubt that our host has made an admirable effort, leaving no stone un¬ 
turned, so to speak, to ensure that this meeting may reach a successful 
conclusion end in a spirit of brotherhood and mutual cooperation. 

Mr. Chairman, in the same way ns there is an assimilation of 
European, American and Asian influences in the Philippine society, it 
is our hope that the free and frank exchange of views during the pa3t 
few days will be transformed into a meaningful and practical interweaving 
of technical ideas in the field of investment incentives. From the in¬ 
formation elucidated during the discussion, the similarity of some of 
the incentive measures is self-evident, and although we may drive on 
different sides of the road, it is evident that we are fill working to-r 
ward£ the same destination. Although the methods employed in giving 
tax incentives may vary according to the objectives peculiar to each 
country, there is only one common aim in view, that is to achieve rap-id 
economic development, in particular, to accelerate industrialization. 

What is most beneficial from the discussions is the opportunity 
provided us to re-examine our respective strategies in our overall plan¬ 
ning for creating an attractive investment climate in the light of past 
experiences. It is only by such review and re-assessment that we will 
be able to put forward to our legislature with conviction and con¬ 

fidence, the need, if any, to undate some of our provisions which, for 
traditional reasons, have had Vioir roots in the colonial past. 

The meeting of the Study Group indeed has served as the forerunner 
in our efforts to work together in cooperation and unison which will 
definitely lead to an era of advancement of techniques and economic ex¬ 
pansion not only of each country individually but of the region as a 
whole, to the benefit of all concerned. 
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Mr. Chairman, before I conclude, I would like to express, on behalf 
of my delegation, our appreciation and gratitude for the warn hospitality 
extended to us. My delegation would also like to extend our grateful 
thanks to you, Mr. Chairman, in conducting the meeting very ably, to the 
hard-working Secretariat under Secretary General Yoingco, and to the 
back-room boys and girls for their untiring efforts in making this 
meeting very successful. 

Thank you. 

« # # * # 



- 175 - 


SGATAR/CLREM: PHILIPPINES 


PHILIPPINES 

Fellow Delegates to the Study Group on Aslan Tax Administration and 
Research: 

In behalf of the Philippine delegation to this Study Group, allow 
me to extend our heartfelt gratitude to each and everyone of you and 
warm congratulations for a Job well dine. Words are not enough to ex¬ 
press my personal feeling of appreciation for my acquisition of invalua¬ 
ble knowledge in the field of Asian taxation. The discussion shed 
light on a welter of issues and problems, where before there were only 
shadows. This would not have been possible without, your presence and 
inspiring participation. 

Developments in many areas of the world during the last few years 
have necessitated the re-examination of existing institutions with the 
end in view of possible renovations. This is important to attune these 
institutions to the increasing requirements of changing economic and 
social conditions. Developing nations particularly, are now, in a deg¬ 
ree hitherto unparalleled, seriously occupied with the task of examining 
their position vis-n-vis the repercussions of their long subjection to 
alien political and economic domination. They have come to realize that 
it is folly to depend on the advanced nations in efforts to accelerate 
the pace of their economic development. 

The field of taxation is one major area in the Philippine develop¬ 
ment effort that is now undergoing major reforms to make it a vital fiscal 
weapon not only for raising revenues to finance public expenditures, but 
more importantly, to hasten the pace ec^nonic development through its 
demonstrated effects in altering patterns of consumption, promoting "re¬ 
distributive Justice", stabilizing income, prices and employment, and 
cushioning inflation. In this endeavor, knowledge and experiences that 
bear on the ramified aspects of tax policy formulation and tax adminis¬ 
tration are of paramount importance. 

Again, in behalf of the Philippine panel, let me thank you and wish 


you Godspeed 


###### 
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SGATAR/CLREM: SINGAPORE 

SINGAPORE 

Your Excellency, Honorable Chairman, Distinguihsed Delegates, and 
Guests: 

The meeting over the last few days has been most fruitful. We have 
all brought up for discussion 3ome of the measures which our respective 
Governments have introduced in order to encourage inflow of capital and 
technical knowledge for the economic development of our countries. Of 
course, we cannot necessarily adopt the various incentives beneficial 
and appropriate to any one or other territory owing to the peculiar cir¬ 
cumstances prevailing in ou" respective countries. Uovever, some of the 
legislations could be usefully adopted n3 a base and modified to our 
needs. One outcome of the meeting is that all of us have become aware 
not only of the difficulties of others - which appear not unlike outs - 
but also of the problems which arise in the implementation of fiscal 
incentives. Wc may not all lave the sane ideals and ideas for the eco¬ 
nomic advancement of our countries but wo have learned in the last few 
days from the experiences of others, pointing to the usefulness of ex¬ 
change of information. To this extent the meetings have been a success. 

All of those from our host government, the Philippines, have given 
us an object lesson and insight into their capacities, devotion to work 
and the tremendous reservoir of information which they have accumulated 
through intensive research. The* Secretary General pjid all members of 
his staff right down to the most junior of them all have sacrificed their 
time and leisure to the cause of this Study Group and toiled, I believe, 
almost round the clock to keep pace with the deliberations, and always 
had the notes of one session immediately available. This feat has not 
gone unnoticed and has been very much appreciated by all delegations. 

Above all, the members of the Secretariat were always seen to be smiling 
and most patient in the face of some of our exacting demands on then. 

One of the main objectives of the meeting was to secure the views 
on the need for exchange of information. On this issue, I am happy to 
say that there wa3 unanimity in the recognition of each need. Although 
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opinions on some issues were divided, our host need not feel bad about 
this for this is but the first of such meetings and must be token in 
proper light as an exploratory meeting. 

The discussions have brought to the forefront 3ome aspects and prob¬ 
lems in the administration and implementation of tax systems and fiscal 
incentives. A common problem* to all is that tax administration agen¬ 
cies are generally losing out to the private sector trained and effi¬ 
cient men. Although this loss will in some way temporarily weaken a 
Government’s effectiveness in the collection of the rightful taxes, one 
can take consolation that the expertise is not lost altogether but merely 
transferred to another field in the same country and must eventually be¬ 
nefit the economy as a whole, i.e., more efficient business brings in 
more profits and more profits mean more revenues in the form of taxes. 

The atmosphere at meetings has been most cordial and at one stage 
it was most enlightening to see everybody deeply involved and contribu¬ 
ting his ideas to surmount some difficulty. Relations with one another 
have been strengthened because of this understanding and compromising 
spirit. If there is reason to correspond with one another in our offi¬ 
cial or personal capacities in the future, our meeting here has made this 
approach much easier. The Chairman of the Study Group, the Secretary 
General, and the Chairman of the Drafting Committee must be contratula- 
ted for their firm direction and guidance in our deliberations. 

I must thank the hosts for the concern, care, facilities and atten¬ 
tion they have accorded to all members of the delegations. Their hos¬ 
pitality was both spontaneous and over-whelming^ something which we will 
find extremely difficult to emulate. However, I am sorry to have to make 
one complaint here. You knew we have a very tight schedule for business 
discussion and what with whisking and shuttling us from one exclusive and 
fascinating site to another, for lunches, cocktails, and dinners every day, 
you have strained both our vocal chords and stomachs and also deprived us 
of the opportunity to see more of your beautiful Manila by day. 

Once again, I wish to thank the Secretary of Finance, the Chairman, 
the Secretary General onentire Secretariat for all the work they have 
done in organizing this Study Group. 

Thank you, * # u #• « x 



SGATAR/CLREM: THAILAND 


THAILAND 

Mr* Chairman, Your Excellency, Distinguished Delegates, Ladies and 
Gentlemen; 

The Conference on Asian Tax Administration and Research has come to 
an end after five days of frank and friendly discussion. To us, the de¬ 
legation of Thailand, this meeting has been a distinct pleasure and a 
great privilege. And it represents only the beginning of a long process 
of cooperation in tax administration and research in Asia* We ore look¬ 
ing forward to a more effective development in this direction os time 
goes on. 

That taxation and finance are among the most important framework 
of regional cooperation ha$«i been clearly demonstrated by countries all 
over the world. We have examples of this in Europe and Latin America 
and we are beginning to promote one of our own in Asia. 

We have shared experiences and discussed common problems in the ad¬ 
ministration of fiscal incentives in our respective countries and this 
information will be very useful in further refining our efforts in this 
area. We are sure that the meeting of the Study Group will be most re¬ 
warding in terms of higher efficiency and more effective administration 
as well as in terms of faster and more balanced economic development. 

We would like again to express our sincere appreciation to the 
government of the Republic of the Philippines for her initiative in con¬ 
vening this meeting and for the warm hospitality extended to our dele¬ 
gations. Our gratitude also goes to Mr. Artemio Al. Loyola whose able 
chairmanship has played an important role in the successful conclusion 
of this meeting. Last but not least, our heartfelt admiration is due 
to Mr. Yoingco, the Secretary General, and his staff who have always 
been highly efficient and unfailing in their tasks, not only in the con¬ 
ference room but also during the socials and the early hours of the day. 
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'SGATAR/CLREM; VIETNAM 


VIETNAM 

. Your Excellency, Mr. Chairman, Distinguished Delegates, Ladies and 
Gentlemen: 

We have but little to add to the remarks made by our fellow dele¬ 
gates, except to say that vc feel privileged to have been able to spend 
this week with them in a climate of brotherhood and sincerity, discuss¬ 
ing our respective experiences and problems. 

If anvthing must come out of this workshop, it must be that we all 
have indeed shown that the Asian countries not only shore common char¬ 
acteristics but that also in many instances we have. discerned a genuine 
overlapping of objectives and policies. This i3 an encouraging sign for 
the future of regional cooperation, and it is to be hoped that the deli¬ 
berations of this Study Group have effectively shattered the doubts and 
misgivings any of us may have had on thi3 subject, at least in the areas 
of fiscal incentives and tax administration and research. 

Of course, much remains to be done in the wry of study, of increased 
efforts in our search for the proper perspective and especially for the 
ways and means of impleraentinr what we all agree upon in principle. But 
that is not an impossible task. 

We take this opportunity to express our deep thanks to the members 
of the Philippine delegation, to the Secretariat, to the Department of 
Finance, and to all those officials who during the past several days 
have put forward their very best efforts to moke this workshop an undeni¬ 
able success. Your hospitality, your kindness, your sense of humor have 
made an everlasting impression '"n each °nd everyone of us. With respect 
to the tremendous work that has beu;n done by all the members of the 
Secretariat, vc think that there will never be enough words of praise. 
Without their organizational talent and their dedication, many of the 
achievements in this workshop may not have been attained. 

Finally, we look forward to seeing more regional gatherings of this 

kind organized. To nil the delegates then, we say "Till we meet again". 
And in the meantime, may we all work in our own individual areas toward 
the promotion of the spirit of regional cooperation. 


W ¥ H # 
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ANNEX HI 
SGATAR/CLAD 

SPEECH DELIVERED BY CHAIRMAN ARTEMIO AL. LOYOLA 
AT THE CLOSING CEREMONY OF THE STUDY GROUP ON 
TAX ADMINISTRATION AND RESEARCH ON 
FEBRUARY 19 , 1971 

Mr. Secretary, Fellow Delegates, and Friends. 

Today, we end our five-day existence ns a Study Group. We end 
limited exploration in the spacious field of regional cooperation. 

With the unlimited horizons before us, we have in so short a while en¬ 
riched our perspectives and deepened our insights into the fiscal sys¬ 
tems of the participating nations. We have, I am sure, not only har¬ 
vested some points in technical proficiency, but more important, we 
have sown the seeds of mutual cooperation in the fertile field of 
taxation. 

The Philippines is deeply honored to have hosted this pioneering 
venture where Asians meet with brother Asians in a determined effort to 
make the taxing device more effective as a fiscal policy measure. p 0 r 
making this meeting possible and for having contributed to the dissemi¬ 
nation of knowledge regarding your respective countries experiences in 

the field of taxation, I wish to express ry highest regard and deep gra- 

\ 

titude to all of you. 

Asian nations in their fervid efforts to attain a higher rate of 
economic growth must rely more and more on taxation as a directional 
tool in national development. Perforce, they must explore every avenue 
in renovating their fiscal systems. It is in this regard that a forum 
such as this finds transcendental relevance. 

During the brief span of time that we have been together, there 
has been liberal exchange of ideas on various issues of mutual concern. 

It is quite heartening to know that despite diversities in opinions and 
views, there is unity in the fooling that much can be gained in fostering 
cooperation among Asian nations in coping with the multifarious aspects 
and problems of tax administration and research. 
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No nation con lay claim to a monopoly of knowledge and experience 
In the tax sphere. Wisdom dictates that we draw from the knowledge and 
experience of others. We, who are gathered here today, are in full 
accord on the lasting benefits that may be derived from a continuing and 
permanent exchange of information and ideas on tax and fiscal matters. 
Hopefully, this will presage a resolute search for the most effective 
and economical avenue for such an exchange consonant with the require¬ 
ments and economic drift of particular nations *' 

In closing, let me reiterate ray sincere appreciation to all of you 
as well os to your respective governments for your inspiring manifes¬ 
tations of cooperation and mutual understanding. Working together, we 
have discovered that we can reconcile national ambitions with regional 
collaboration. 

Thank you. 


# # # # r # 
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SGATAR/CLREM 


ADDRESS OP HON. CESAR A. VIRATA 
SECRETARY OP FINANCE, 

REPUBLIC OF THE PHILIPPINES 
19 FEBRUARY 1971 

Hr. Chairman, Distinguished Delegates and Observers, Ladies and 
Gentlemen: 

I am quite certain that after five days of meeting here all of us 
have deepened our appreciation for cooperative action on tax reform 
among Asian nations. Taxation has several primary objectives, such as 
redistributing income, modifying consumption and production patterns, 
and providing revenue for basic services and developmental projects. 

There are of course many ways of achieving these objectives although 
a number of our methods have been influenced by our previous rulers and 
the adoption of other ideas. We believe that this stage of our develop¬ 
ment we have this opportunity of reforming of our own tax systems in a 

cooperative way among Asian countries, so they may be development- 
oriented. 

One critical area discussed this week is how to set up an organi¬ 
zation, whether it be a Study Group or a Center for the study of these 
systems, so we may gear our efforts toward the development orientation 
of our tax systems. In our efforts to develop our own respective coun¬ 
tries , have inventoried our national and regional assets, the 
human and material resources that abound in this area, and the 
consolidated national and regional markets that, can be nur¬ 
tured to attract production and investments without the necessity 

of giving up tax revenues for development. I believe that it is in 

this area where our cooperative efforts will bring forth mutual strength¬ 
ening of our tax systems, which will in turn generate employment and 
better conditions for living. 

I am very optimistic that your recommendations will have salutary 
effects on the ministerial meeting that will convence in a few months* 
time. I shall be happy to transmit the report that you have agreed 
upon in this Study Group. 
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Let me express on behalf of our President, the sincere wishes for 
your safe return to your respective countries, and thanks for the coop¬ 
eration you have extended in working for the common objectives of the 
Study Group. Let. me also oxurons my ovv thanks fo** the splendid work 
of the Study Group in formulating ideas for the improvement of our res¬ 
pective tax systems, and for the effective leadership of the Chairman. 

I would also like to congratulate -che Secretary General and all those 
who have made this meeting successful. 

Thank you. 

###### 
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ANNEX I 

SGATAR/REP/4 

On the fourth day of the session of the Study Group on Asian Tax 
Administration and Research which started at about 3:20 p.m., the dele¬ 
gations answered questions posed by member delegates, observers and 
guests. 

Question from Mr. Antonio 0. Casern, Jr., of the Senate Comnltte on 
Economic Affairs : 

In what form, to what extent, and haw effective so far are export 
insurance schemes, guarantees against political and extraordinary risks, 
and government participation in expert financing in the participant 
countries? 

JAPAN : 

Japan has eight kinds of export insurance schemes handled by the 
Independent and Special Account. Their statutes do not always require 
exporters to contract export insurance. It was pointed out that there 
is no guarantee against political risk. 


LAOS : 

The delegation from Laos noted that such forms of incentives men¬ 
tioned are more relevant to highly advanced countries like France and 
England. Export insurance schemes are helpful in developing the export 
potential of exporting countries and in the importation of capital equip¬ 
ment by developing countries. Laos does not yet have this scheme inas¬ 
much os it has a relatively small volume of exports. However, Laos 
grants incentives by giving exemption from export customs duties and 
minimizing the requirements to repatriate export receipts at the official 
rate of exchange which to some extent can be regarded as export financing, 

PHILIPPINES : 

The delegation from the Philippines requested the delegation from 
Japan for further information on the export insurance scheme since the 
Philippines is looking into the feasibility of adopting a similar scheme. 
The Japanese delegation agreed to furnish the Philippine delegation the 


details. 
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Question from Mr, Timothy Peterson of the Aslan Development Bank ; - 

What is the experience of the participant countries v/ith computer 
processing of tax information? 

VIETNAM : 

In 1968, the Ministry of Finance acquired an IBM 360/20 which is 
a fairly modern end small-size computer system. The system is now “be¬ 
ing underutilized but plans for expanding the scope of activities at 
the Ministry of Finance EDP Center arc being carried out. However, 
among the problems encountered are lack of personnel, low salaries of 
civil servants employed as programmers, and resistance to or non¬ 
familiarity with data processing among older employees. 

THAILAND : 

The Revenue Department has been using the computer of the National 
Statistical Office for processing tax returns and statistics, but the 
time available is very limited. The Customs Department has on IBM 
tabulating machine for statistical compilation. The Ministry of Fi¬ 
nance is now planning to establish n computer center which will be 
extensively used in the tax field. 

JAPAN : 

In addition to data processing and related purposes the computer 
system in the country is also used for crosschecking tax returns. How¬ 
ever, there is still difficulty in using the computer system in detec¬ 
ting tax evasion. Another difficulty is in the use of the computer for 
* 

auditing purposes. 

SINGAPORE : 

The computer system is not yet in full use in Singapore but it is 
employed in real property taxation to a very limited extent. The dele¬ 
gation, however, said that its installation is being seriously consi¬ 
dered and such problems as training of programmers are b6ing looked into. 
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Question fr an Mr. Pedro Pads, Bureau of Customs : 

What is the general level of tariff protection afforded to regis¬ 
tered industries which serves os incentive to promote investments in 
your country? 


THAILAND ; 

The level of tariff protection varies, depending on such factors 
as the real need for protection of the industry, the consumers con¬ 
cerned, welfare, revenue, public morals, and political issues. 


MALAYSIA : 

.There is no hard and fast rule with respect to the level of pro¬ 
tection. To insure that no underdeclaration of value takes place* on 
alternative rate (ad valorem or specific, whichever will yield a high¬ 
er revenue), is levied. 


Question directed to the delegate from Laos, by Mr, Avellno Lim of the 
Congressional Economic Planning Office : 

To bo effective, fiscal incentives must consider social, economic 
and political conditions existing in the country. In this regard, con¬ 
sidering that your Government is not able to bring to play a wide range 
of fiscal techniques to encourage private investments (e.g., lack of 
provision for methods of accelerated depreciation and lack of invest¬ 
ment subsidies) and the heavy dependence on foreign aid in pursuing the 
development objective, wliat measures are being implemanted to remedy 
the situation? 


LAOS: 


The delegate from Laos replied that their own Investment Code as 
of today is not complete. It does not cover the whole range of incen¬ 
tives but is liberal enough. It grants exemption from customs duties of 
imports of machinery, equipment and raw materials and oven exemption 
from income tax of profits of the company, and from real property tax 
and others. The deterrent to investment is not the lack of incentives 
but the deterioration of the security situation. 

Question from Mr. Ricardo Romulo of Ozaeta, Romulo & de Leon Lav? Offices : 

In the light of each participating country’s national experience, how 
effective a role have fiscal incentives in fact played in attracting for¬ 
eign investments? Has it not been shown that "considerations of profita¬ 
bility and establishing a market share", especially in countries where a 
foreign investment can achieve an oligopolistic position, rank highest in 
the foreign investor’s decision-making process? 
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SINGAPORE : 

The delegation from Singapore cited some statistics which give an 
indication of the extent to which foreign investments have "been attract¬ 
ed to Singapore as a result of the incentive schemes. In 1969* S$587 
million in investments (paid up capital) were generated in Singapore, 
of which S$269 million was local participation, and S$317 million came 
from foreign sources. 

VIETNAM : 

Despite the war and other related problems, South Vietnam has 
managed to attract investments amounting to about l6 billion piasters 
(roughly equivalent to U.S, $80 million) in 1970. 

Question from Mr. David Sycip of Northern Motors, Inc. ; 

Is not the grant of generous tax exemptions to a "new and neces¬ 
sary" enterprise imposing an unfair tax burden on non-incentive enter¬ 
prises? 

JAPAN: 

The Japanese delegation acknowledged that it is most important to 
make the whole tax system equitable. But at the same time, the tax 
system could be used as a tool for specific policy objectives. What 
is called for is a careful scrutiny of the special measures to be used 
in terms of the urgency of objectives, their usefulness, and other 
criteria because to some extent the grant of tax exemptions does sac¬ 
rifice the principle of "equity". 

SINGAPORE : 

The delegation from Singapore commented that one cannot say for 
sure that tax exemptions for new and necessary enterprises are disad¬ 
vantageous to non-incentivc enterprises. He observed that, after all, 
the promoted or preferred enterprises open up opportunities for employ¬ 
ment, use up available raw materials and in general, help the economy. 
They constitute a fair challenge to new as well as existing enterprises 
and the incentives offered are equally applicable to all. 
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THAILAND ; 

The delegation from Thailand conceded that this is an important 
question which should be weighed carefully. Their own experience in 
Thailand is that during the first stage of development there were no 
complaints of unfair treatment. However, during the second and third 
stages, this unfair result seems to have emerged. This might not have 
been intentional but in deliberations on the issue it is usually diffi¬ 
cult to get all the facts. The delegation, therefore, suggested that 
tax administrators should always keep this question in mind in their 
deliberations on fiscal incentive measures. 

VIETNAM : 

The delegate from Vietnam affirmed that if countries instead of 
granting fiscal incentives to particular firms extended these incentives 
to all firms, in effect the state would be subsidizing an entire indus¬ 
try or an entire sector. 

The Vietnamese delegation made the observation that this is an 
important point to consider and indeed deserves careful evaluation. 

As a matter of fact, it was hinted that it could be the subject for 
another study group like the one now being held. 

PHILIPPINES : 

The Philippine delegation expressed the opinion that fiscal incen¬ 
tives have the overall effect of extending benefits not only to new 
industries but to the economy as a whole. It was brought out that, so 
far, no adverse effects have been registered on existing enterprises. 
Sometimes it is a matter of outlook because if the thinking is upheld 
that fiscal incentives impose a burden on non-incentive enterprises 
then one can even go further and say that it is not only the existing 
industries but also the entire citizenry that suffers because every¬ 


body pays taxes. 
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Question from Mr. Maximo F. Belmonte, Technical Staff, Carmittee on 
Ways and Means , Senate of the Philippines : 

1. What is the tax policy of Japan on Japanese investments over¬ 
seas? Is there any tax on overseas investments? If so, how does the 
rate differ from that on income derived from sources within Japan? 

2. How have Japanese investments overseas affected the balance 
of payments of Japan? 

JAPAN : 

In response to the first question, the delegation from Japan sta¬ 
ted that an incentive is given to Japanese investments abroad like the 
"Reserve for Investment Loss". A taxpayer is allowed to create tax-free 
reserve not exceeding 50$ of the acquisition cost of newly-issued stocks 
of specified companies to support the loss which may be caused by a 
reduction in price. Tax treaties arc also negotiated to create a fa¬ 
vorable tax climate for Japanese investor^ including tax-sparing pro¬ 
visions . 

Japanese residents who have foreign investments are taxed on a 
global basis. There is no distinction between a domestic and a for¬ 
eign source income. Both are uniformly treated as taxable incomes but 
the foreign tax is credited against the total tax amount due to the 
Japanese government. 

In reply to the second question, the Japanese delegation informed 
the group that overseas investments amounting to less than $1 million 
are automatically allowed. Japanese overseas investments have, there¬ 
fore, not caused,any balance of payments problem. 

Question from Mrs. Gloria Antonio, of the Technical Staff, Ways and 
Means Conmlttee, House of Representatives . 

What measures have you found effective improving tax collection? 
JAPAN : 

Measures relating to improvement of tax collection are grouped 
into two: one for taxpayers and the other for employers. 

Savings for tax associations aid taxpayers by way of saving for 
payment of taxes aside from furnishing them with tax information. Mem¬ 
bers of these associations number about 3,000,000 individuals and 
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1+50,000 corporations. A transfer payments system facilitates payment 
of taxes wherein the government sends the tax assessment to the tax¬ 
payer's financier who pays the tax for him. The Central Bank of Japan 
in turn sends the receipt to the taxpayer period after taxpayer. 

Tax districts which are efficient are given commendations by the 
revenue commissioner! 

SINGAPORE : 

The delegation from Singapore described their system of tax 
collection. 

It was stated that the ideal system is for the taxpayer to pay as 
he earns his income. However, the practice is for the tax authorities 
to make an assessment and the taxpayer is given one month within which 
to pay the tax. Sometimes this creates problems as when the assessment 
comes in December and payment has to be made by the New Year in Janua¬ 
ry, when expenditure is probably highest. To alleviate this situation an 
alternative is to moke monthly payments on the estimated income of 
the person starting in January so that if the assessment comes in June 
then the taxpayer has the option to either pay the rest in one month 
or authorizes his employers to make monthly deductions in his salary 
to cover the balance. As agents, employers are expected to notify the 
authorities about retiring employees, otherwise, employers can be held 
liable. As the notice is in his name, the taxpayer is the one held res- 
posible and may be subjected to the usual prosecution if necessary. 

THAILAND: 

The delegation from Thailand added two considerations in improving 
collections as follows: to find out whether the tax itself is Justified 
or not, and to consider the convenience of the taxpayer os well as the 


tax collector. 
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TAX CENSUS 

VIETNAM ; 

The delegation from Vietnam explained further the house-to-house 
tax census being conducted by the tax administration office in an effort 
to obtain a complete record of taxpayers. Reasons were cited for un¬ 
dertaking such a census. First, there are only 30,000 registered tax¬ 
payers out of a population of l6 million, which gives a very low ratio 
of taxpayers to population. The second reason is that over the past 
ten to twenty-five years, the security conditions have been so bad that 
government people have not been able to go out to. a number of provinces, 
thus, meny people have not been paying any taxes even if they should. 

Also, during the war years there has been a significant shift in popu¬ 
lation from the countryside to the cities, which has created the prob¬ 
lem of keeping track of taxpayers. The tax records have been ren¬ 
dered inadequate in reflecting the real distribution of population 
and incomes. 

PHILIPPINES ; 

The Philippine delegation cited the provision in the Tax Census 
Law which requires individuals with an income of ?1,800 or with real 
property assessed at ?3,000 to file a tax census return. The returns 
are a source of valuable information to serve as basis for setting up 
a tax register and a master file of taxpayers. 

SINGAPORE : 

Singapore does not conduct a tax census as such but use is made 
of the registration of business names, limited companies, telephone di- 
rect6ries, business or trade directories, and other sources of information. 

MALAYSIA : 

Malaysia does not conduct a tax census as such, although street sur¬ 
veys are conducted from time to time. Various sources of information 
are used as the basis to build up the register of taxpayers. 

The session adjourned at 5:30 p.m. 


# # # * a # 



